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to make the most effective use of the assets in any estate 





AN ESTATE CAN SHRINK a third or more if your clients 
fail to plan for the bite of taxes, debts and transfer costs. An 
fitna Life Estate Analysis can help reduce shrinkage to the 
minimum and then provide cash to cover the unavoidable expense 
so valuable assets remain intact. 


Such an analysis may save thousands of dollars but it is no 
one-man job. It takes a team of experts to reach this goal — 
attorney, accountant, trust officer and an A®tna Life representa- 
tive backed up by our unique Estate Analysis service. 


Here is teamwork that pays. A local:Atna Life representative 
will be glad to work with you in setting up such a plan for your 
clients. 


AETNA LIFE 32:23 


Hartford 15, Connecticut 














Affiliates: 

Etna Casualty and Surety Company 
Standard Fire Insurance Company 
The Excelsior Life, Canada 














We haven't stopped doing our homework 


Where best to invest is a subject that can’t be exhausted 
in a normal 9 to 5 business day. Life for Equitable’s Trust 
Officers and Estate Planning staff would be simplified if 
we could stick to the old facts and figures that were so 
good years ago. 

But the world refuses to stand still. Each daily change 
in the business climate demands a new ‘“‘whether”’ map to 
chart changes in trust portfolios and make sure they are 


. but ahead of the trend. 

At Equitable Trust, we’ve never stopped going to school. 
Keeping up with our homework is the only way we know 
to be sure that past experience matches current events. 

Whether it is planning an estate, developing a pension 
plan or administering a trust, in Maryland most people 
who know respect the advice of their attorney. Most of the 
time they will say, ‘put your trust in Equitable Trust.”’ 


not just up to date.. 


It’s a pleasure to do business with HQU ITABLE TRUST 


Baltimore, Maryland « Member: Federal Deposit Insurance Corporation 
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Use these experienced hands 
on Illinois trust matters 


When trust services in Illinois are required, you and 
your customers can take advantage of the experienced 
group judgment of many specialists in a company with 
a background of more than 70 years as a fiduciary. 


These are some of the many services we offer: 


Ancillary Administration e Investment Counsel e Trustee 
under Testamentary and Living Trusts e Title Insurance 
e Trustee for Pension and Profit-Sharing Trusts e Es- 
crow Service e Trustee for Land Trusts e Registrar and 
Transfer Agent for Stock Issues 
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Chicago Title and Trust Company 


111 WEST WASHINGTON STREET, CHICAGO 2, ILLINOIS 
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Cover Picture . 
of Manhattan is shown in this unusual pic- 
ture taken from atop Chase Manhattan’s 
new headquarters building in the financial 
district of New York City. The new 60-story 
landmark houses the largest banking opera- 


. . Skyscraper’s-eye view 


tion ever assembled under one roof. (See 
story on page 520.) The building, 813 feet 
high, is the sixth tallest in the world. It 
took more than four years to construct and 
it will be two more years before the 21,2 
acre plaza adjoining the bank will be com- 
pleted. The $120,000,000 glass and alumi- 
num skyscraper contains the world’s largest 
bank vault; a one-half million dollar art col- 
lection; the world’s largest automated check 
processing center; and the largest air con- 
ditioning unit ever installed in a commercial 
building. 





Second class postage paid at New York, N. Y., and Paterson, N. J. 





Power to Invest Without Yield 


| believe it that trusts 
generally today are not securing all the 
benefits for life tenants and remainder- 
men that could be secured if instru- 
ments contained proper provisions to al- 
low trustees to purchase low-yielding in- 
vestments or even investments that have 
no present yield but which through 
plow-back of a large part of income 
might show substantial increases in 
value. Securities of companies like IBM. 
Minnesota Mining, and Corning Glass 
are not being purchased because of lack 
of yield, and both life tenants and re- 
maindermen have in the final analysis 
suffered as a result. | would suggest that 
consideration be given to inclusion, in 


safe to say 


one’s will or trust agreement, of some 





such clause as the following so that an 
|executor-trustee would be protected and 
| dined to make investments with an 
excellent past growth record, and indi- 
cated future potential: 


| “Anything in my Will or in any code, 
|statute or legal decision of any state 
|or the United States of America to the 
contrary notwithstanding, my trustee, to 
the extent it deems such purchase or 
purchases in the interest of the life ten- 
ants and remaindermen, may invest the 
funds of the trust in low or zero yield- 
ing securities or other assets which, in 
the judgment of my trustee, have ade- 
quate growth potential to provide a sat- 
isfactory investment accomplishment in 
terms of future income and/or apprecia- 
tion in value. 


“Subsequent to purchase, | authorize 
my trustee at any time and from time 
to time, in all cases and time or times, 
to be determined by my trustee without 
being held to account for past or future 
changes in value either of the securities 
or assets or the value of the trust itself, 
to sell either all or part of such low or 
zero yielding securities or assets or to 
| retain them and sell instead other securi- 
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lies or assets, whether of the same type 
or otherwise. After paying any capital 
gain or similar taxes which may be due 
as a result of any such sale or sales, | 
authorize my trustee to use and distrib- 
ute the net proceeds or any part thereof 
that it may deem advisable to supple- 
ment the income of the life tenants of 
the trust. It would be my intent gener- 
ally to have the life tenants receive such 
amounts, as payment from income and, 
or principal, which would be compar- 
able to income distribution received 
from other trusts approximating the 
same value which are invested with 
greater emphasis on an income-produc- 
ing basis. 

“My will also includes a specific pro- 
vision authorizing my trustee to invade 
principal in the event that income is 
insufficient and I do not intend that the 
payments provided for in this paragraph 
shall conflict with or take the place of 
such provision authorizing the invasion 
of principal if the payments provided 
in this paragraph are insufficient. My 
trustee shall be fully protected in carry- 
ing out this and other provisions of this 
Will so long as it acts in good faith. 

“My trustee should not necessarily 
therefore buy its securities or assets 
solely on the basis or criteria that may 
generally be used for the selection of 
trust 1 am not unaware, 
too, that there are some instances where 
current market price might have little or 
no relation to current income or value 
or earning power of an asset. | do not 
expect my trustee to be clairvoyant and 
if in its judgment a prudent man would 
purchase securities or other assets for 
his own account on other than generally 
accepted standards | want it to feel 
justified in doing so for the trust or 
trusts under my Will. I know, too, the 
selection of investments, regardless of 
type, involves hazard and risk and my 
trustee should be judged by overall per- 
formance of the trust and not by an 
adverse experience on individual invest- 
ments.” 


investments. 


Russell Jj. Clark, 
Former Trust Executive 
San Francisco 


A AA 


e Edward C. Edens, Jr., vice president 
and trust officer, Bank of the Southwest, 
Houston, was a speaker for the Advanced 
Training Seminar being conducted by 
the South Coast Life Insurance Com- 
pany on June 19. His subject was 
“Creation, Preservation and Distribution 
of Estates.” 
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Speakers Announced for 
Western Trust Conference 


Trustmen from 13. states, including 
Alaska and Hawaii, are expected at the 
35th Western Regional Trust Confer- 
ence to be held July 12-14 at the Olym- 
pic Hotel in Seattle. The conference will 
be under the general chairmanship of 
Victor R. Graves, vice president and 
trust officer, Peoples National Bank of 
Washington, Seattle, and is sponsored 
by the American Bankers Association. 


The opening session on Wednesday 
morning will hear three addresses: Trust 
Business in the Sixties by Robert R. 
Duncan, president of the Trust Division 
and chairman of the board, Harvard 
Trust Co., Cambridge, Mass.; Business 
Environment in the Sixties by Paul I. 
Wren, executive vice president, Old Col- 
ony Trust Co., Boston; and Trust Divi- 
ston Services and Activities in the Six- 
ties by Robert G. Howard, deputy man- 
ager and secretary, A.B.A. Trust Divi- 
sion. 

The Wednesday afternoon meeting 
will be devoted to investments. Trust In- 
vestment Policies for the Sixties will be 
presented by Charles W. Buek, first vice 
president, United States Trust Co., New 
York. A panel moderated by Mr. Buek 
will discuss /nvesting for Pension and 
Profit-Sharing Trusts. The panel mem- 
bers will be Joseph K. Heyman, senior 
vice president, Trust Company of 
Georgia, Atlanta; Carl L. A. Beckers, 
vice president, St. Louis Union Trust 
Co.; and William G. Maas, vice presi- 
dent, First National Trust & Savings 
Bank, San Diego. 

On Thursday there will be no morn- 
ing business session. The afternoon 
meeting will feature two addresses: 
Problems of the Successor Fiduciary by 
Charles I. Stone, Seattle attorney, and 
Tax Shadows of the Sixties by Durwood 
L. Alkire, C.P.A., of Seattle. 

On Friday morning the trustmen will 
hear three speakers. The Boeing Com- 
pany and Space in the Sixties will be 
discussed by William M. Allen, presi- 
dent, Boeing Airplane Co. The Role of 
Research in the Sixties will be described 
by Joseph L. McCarthy, dean of the 
Graduate School, University of Wash- 
ington. The Pacific Coast Banking 
School, Trust Division — Today and 
in the Sixties will be presented by Rob- 
ert W. Sprague, vice chairman of the 
Trust Division and a member of the 
Administrative Committee, Pacific Coast 
Banking School. 

The Workshop Panel on Friday after- 
noon, moderated by J. R. Johnson, vice 





president and senior trust oflicer, Bank 
of America, N.T.&S.A., San Francisco, 
will offer the following addresses: Some 
Administrative Problems and Tech, 
niques for the Sixties by Mr. Johnson: 
Pension and Profit-Sharing Trusts }y 
C. W. Hastings, Jr., trust officer, Firs 
National Bank of Oregon, Portland: 
New Business Development by Arthur §, 
Carruthers, vice president, United Cali. 
fornia Bank, Los Angeles: and Automa. 
tion and Training of Personnel by Wij. 
fred C. Andrews, Jr., assistant vice pres. 
ident, Bank of California, N.A., Say 
Francisco. 
A A A 


Record Trust Conference 
in New York City 


What is undoubtedly the largest con. 
ference ever sponsored by any state or 
local trust group was held by the Trust 
Division of the New York State Bankers 
Association in New York City on May 
11. The attendance reached 480 trustmen 
representing the banks of the city and 
Long Island. This is a greater number 
than have attended any meetings of the 
Trust Division of the American Bankers 
Association except the Mid-Continent 
Conference and, of course, the Mid-Win- 
ter Trust Conference. 

Guests included the Superintendent of 
Banks, three Surrogates, the Presidents 
of the local bar associations and others 
having an interest in fiduciary matters. 
The principal dinner speaker was A. M. 
MeNickle, vice president of the Pitts- 
burgh National Bank. 

As the New York Trust Division is 
now completing the fifteenth year of its 
highly successful existence, it was fitting 
that the present chairman, William B. 
Ogden, III, vice president and trust off- 
cer of the Merchants National Bank & 
Trust Co. of Syracuse, should give a 
resume of the history of the division 
and of its accomplishments. A report on 
the legislative program of the division 
was presented by Edward J. Veitch, vice 
president of Irving Trust Co., New York 
City, in which he explained the reasons 
for the continuing lack of success in 
obtaining legislative approval of the full 
prudent man rule for trust investments 
in New York, and described the divi- 
sion’s plans for achieving something 
close to this goal at the next legislative 
session. 

The business part of the meeting con- 
cluded with an address entitled “A Look 
at the Trust Business,” delivered by Al 
bert C. Simmonds, Jr., president of the 
Association and chairman of the Bank 
of New York (see p. 563). 
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ignorantia legis neminem excusat... 


Nor is there any excuse — when a 
lawyer’s time is money —for not taking 
advantage of every way to save it. 


That’s where we come in. We stand 
ready to give full cooperation as co- 
executor or co-trustee when needed. 
If you are a trustee, Chemical Bank 
New York Trust Company can save 
you valuable time from tedious detail 
acting as securities custodian. 


We can help solve your investment 
problems through our Investment 
Management Accounts. As a leading 
banker to the free world, we are un- 
usually sensitive to its economic pulse 
— have access to data not usually 
available to the public. 


Let us be your ally. We are ready to 
help you, whenever you see fit to call 
upon us. 





4 


“CHEMICAL BANK \ 


NEW YORK 


TRUST COM PANY 


| Welenale (ae mae Pe: 





Member Federal Deposit Insurance Corporation 
Fiduciary Division 
100 BROADWAY, NEW YORK 15 
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EXPLORATIONS: IN SPACE, UNDERSEAS, IN 
NUCLEAR ENERGY and a host of other fields 
have added new dimensions to civilian as 


well as military life. The more so for 
those who, like professional fiduciaries, 
have a peculiar responsibility and should 
deserve credit as better informed on 
economic affairs and effects. The program 
of the recent Southern Trust Conference 
called attention to the extrovert role 
today's Trustee — private or public — 
Should play, in his town and for his coun- 
try. One may look nostalgically to the 
days when most problems were of our own 
making, but, aS several speakers noted, 
introverts cannot properly serve their 
beneficiaries today. See report beginning 
p. 502. 
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WITHHOLDING PROFITS IS NOTHING NEW to 
Stockholders: the government ‘withholds' 
usually 52% of them by the corporate tax 
then takes another bite at the personal 
income tax level. Not content with this 
discriminatory double-talk, Administration 
officials now propose a method of actually 
withholding payments to stockholders to 
which the government is not entitled in 
the first place. This is just what we 
don't need: more men and machines tied up 
in non-productive work — for which the 
government has already shown a genius far 
exceeding that of the Russians. With more 
tens of thousands each year of capable 
people in corporations, banks, law firms 
and government tied up in paper knots, it 
will be a wonder if we can keep ahead of 
them on the production line. It would be 
more in point, perhaps essential to our 
Success in economic competition with the 
Soviet system, if serious study were made 


of the ways by which an independent, com- 
petitive economy can meet the threats of 
dictatorial monopoly of production. The 
recent import of a battery of Russian 
machine tools by British manufacturers, at 
a price far under comparable. British-made 
lathes and considerably under continental 
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prices, serves to illustrate the ‘import' 
of this problem. 


ste a 
a oe 


INSTITUTIONAL INVESTORS ACCOUNT FOR 23% 
ef all purchases on the New York Stock Ex. 
change, according to its president, Keith 
Funston, and pension funds are the fastest 
growing segment of such investors (see p, 
5352). In an interview with the editors of 
U.S. NEWS & WORLD REPORT, he credited the 
pressure of these and other conservative 
investors aS a main reason for the rising 
Stock prices and averages, with potential 
sellers being made reluctant by the capi- 
tal gains tax penalty. In a study of 64 
nations’ tax systems, only six were found 
to have such a tax; Canada has a 20% tax 
credit (compared with our present $5) and 
England gives full offset credit to the 
Shareholder. In Mr. Funston's opinion, 
witholding taxes would be very difficult 
as well as unjust to some 3 million in- 
vestors who would owe no tax. Fear of in- 
flation is a large cause of equity buying, 
he noted, but there has been an upward 
revaluation of the price-earnings (or 
yields) ratio. Nevertheless, a third of 
all Big Board stocks were selling — at 
‘60 year end — below their '46 highs. 





* * * 


THE FULL PRUDENT MAN RULE of trust in- 
vestment, which failed to pass again in 
New York this year, has been accepted in 
New Hampshire where the legislature re- 
cently removed the 50% limitation on 
equity investments permitted to trustees 
»eeLowa, which prior to the admission of 
Alaska and Hawaii, was the only state 
without a permissive common trust fund 
law, has now joined the fold. This leaves 
only Alaska without enabling legislation, 
but word comes that the matter is under 
active consideration there...As revealed 
in this month's legislation round-up (p.- 
586), still more states have enacted the 
Uniform Acts dealing with security trans- 
fers and pour-overs. 


sta 
the 


fat 
Spé 
it 

to 

is 

ha’ 
pli 
wo: 
we: 
to 
re 


~ ee —* ot Pct COO 


ia. vt i” sai 











TRUSTS AND EsTATES 








3% 
EX= 
th 
est 
D. 
of 
he 


ng 
al 
is 


nd 


nd 


ng, 


- 


TATES 





EDITORIAL ... 


THE DISINHERITED and the MILLION-HEIRS 


It used to be the cherished ambition of 
most thoughtful, hard-working parents — 
particularly the fathers who had not been 
privileged to get a college education — 
to see that their sons had the opportunity. 
Many self-made men went further and worked 
overtime to leave their children a ‘better 
start in life’. Some went too far and left 
them only money and a veneration for it. 

Now the pendulum has swung to where many 
fathers take what they think to be a 
Spartan attitude and say "My son can make 
it the hard way — as I did. I don't want 
to raise a remittance-man." In part this 
is laudable, in part quite unrealistic. We 
have seen too many of the pampered scion 
playboys but we also have seen the fine 
works that have been accomplished by 
wealthy inheritors from George Washington 
to some Rockefellers, Fords and other more 
recent million-heirs. 

We suspect that some men do not really 
mean that they will limit their benefac- 
tion to giving their children the chance 
for a college education and then let them 
shift for themselves. They may be merely 
indulging in a chance to boast. That is no 
crime, but Channing Pollock referred to 
such self-made men as ones who had re- 
lieved God of a great responsibility. 

There are a few other men, and women, of 
means who may be uSing this line of 'rea- 
Soning' as an excuse to live-it-up them- 
selves; or they may still be under the de- 
lusion that somehow they can take it with 
them. We have it on pretty good authority 
that worldly wealth means literally that, 
and that the only kind of deeds that are 
binding in 'outer space' are good deeds. 
And there are so many overlooked chances 
to do and enjoy them during one's life- 
time. Like making some worthwhile contri- 
bution to better living and opportunity 
for their community or neighbors. 

But since charity can also start even 
Closer to home, a considerate look at 
Estate Planning as a way of also helping 
plan a useful estate for a son, or daugh- 
ter, can be most rewarding to the whole 
family, and further perpetuate a good 
name. 

There is general agreement that, in 
these days, a college education is far 
more essential than was a high-school 
diploma a generation ago. However, a four- 
year college term that cost grandfather 


June 1961 


about $480 a year, now costs grand-son 
around $12-15,000 for that period. And to 
properly meet the demands of the modern 
technological society, a graduate degree 
is frequently necessary. This not only 
adds cost but reduces the earning years. 

A recent professional study of some 400 
outstanding persons of the 20th century 
disclosed the greatest correlation to be 
with the love of learning. This was not 
confined to formal learning and thus indi- 
cates that the use of time for varied cul- 
tural pursuits is also a mark of the whole 
and the distinguished person. 

Also to be considered is the fact that 
our generation is leaving an unpaid bill 
of billions of national debt to be borne 
by our children. Where possible a parent 
should, in good conscience, fund his chil- 
drens' portion. Further, they face a life 
in which it will be much harder to make a 
comfortable income — after taxes — and to 
save and invest. By the same token, it 
will be harder for the young people of to- 
day to start a small business of their 
own, or buy into one, for the dice are 
loaded so that success is largely taxed 
away while failure is still their own 
loss. 

Judging by the personal history of hun- 
dreds of inheritors known by professional 
trustees_ it is not the amount of money 
left to a child that spoils him. Rather it 
is the degree to which the child had in- 
nately a sense of responsibility or that 
sense was cultivated in him by the par- 
ents. This is a role in which too many 
parents have been sadly negligent. Ina 
way they may be to blame as much as par- 
ents of the common juvenile deliquent, for 
it is within their power to prevent the 
causes arising from poverty and ignorance. 

A substantial inheritance can do much 
good, individually and to society; whether 
it does depends largely upon the training 
given the beneficiary. Besides formal 
schooling, another kind of education is 
needed: in the responbilities — yes, and 
great responsibilities — inherent in the 
gift of a legacy with a worthy purpose. 
And one of the best ways to inculcate that 
appreciation of responsibility and purpose 
is to create a small but immediate estate 
when a child enters ‘man's estate', and 
while the parent will be available for 
counsel, aS and when needed. 
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PERSONAL AFFAIRS MONTH 


CELEBRATES FIFTH BIRTHDAY 


ILLIONS OF PERSONS ACROSS THE 
country have been reminded of the 


importance of their own personal affairs 
and finance as a result of the fifth an- 
nual observance during May of Personal 
Affairs Month. 

This annual reminder to take an in- 
ventory of the important aspects of per- 
sonal affairs that require review and 
probable discussion with professional 
consultants, is sponsored by the Per- 
sonal Affairs Institute, a non-profit or- 
ganization headquartered in Freeport. 
Long Island. Its purpose, according to 
Horace E. De Lisser, president and 
founder of the Institute, is to publicize 
the family’s self-interest in up-dating its 
estate planning. which involves health 
examinations. review and up-dating of 
wills, reappraisal of the family’s insur- 
ance coverage and financial needs for 
the future. a new look at investments 
and trust funds, and a possible check 
with an accountant on tax problems. 

Mr. De Lisser, an insurance broker, 
emphasizes that the grass roots strength 
of the annual campaign comes from the 
combined efforts of local bar and medi- 
cal societies, banks and trust companies, 
life underwriters and accountants. Sev- 
eral of these groups throughout the 
country sponsored the Personal Affairs 
Month campaign in their community, 
some of them engaging speakers and 
conducting forums on personal finance. 

“Personal Affairs Month is having an 
increased impact on adult Americans,” 
is the way Mr. De Lisser summed up 
this year’s campaign. “We have a solid 
demonstration,” he continued optimistic- 
ally, “of a real need for objective, edu- 
cational and motivational ideas incorpo- 
rated in Personal Affairs Month.” 

“This Week” magazine, which goes to 
a readership of some 13 million as a 
Sunday newspaper supplement, gave the 
campaign front-page billing on May 7 
and ran an article on family finances by 
Dexter M. Keezer, economic adviser and 
author. Columnist Faye Henle, syndi- 
cated in about 300 newspapers through 
Newspaper Enterprise Association, and 
Donald I. Rogers, financial editor of 
the New York Herald Tribune, gave 
additional boosts to the campaign in 
their columns. 


Here is one of many letters that were 
sparked by Miss Henle’s column. From 
a widow in Chatham, N: J. to Mr. De 
Lisser, it reads in part: “I am a widow, 
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having a sizeable amount invested in 
stocks, bonds, small mortgages and sav- 
ings accounts. .... My principal con- 
cern is to minimize death taxes so that 
there will be sufficient funds to help 
educate several grandchildren. Any help 
would be appreciated.” 

In accepting the chairmanship of the 
campaign’s fifth anniversary celebration 
in Freeport, an attorney, Julius, M. 
Gerzof, made three points that undoubt- 
edly strike sympathetic chords with 
campaign supporters throughout the 
country. 


“First, as an attorney it distresses 
me to observe the heartbreaks, tragic 
human sufferings, family upheavals 
and wanton waste in unnecessary 
taxes, extended litigation, legal fees 
and court costs that result when peo- 
ple die without wills. 

“Second, I have long felt that we in 
the legal profession, who know these 
problems, should undertake some 
wide-spread educational effort in the 
interest of our fellow-Americans in 
general, and our own clients in par- 
ticular — one that would inform and 
motivate all persons to safeguard 
themselves and their families from 
the costs and ravages of procrastina- 
tion and neglect. 

“Third, the idea of designating the 
month of May each year and co- 
ordinating all the professions and in- 
terested institutions and individuals 
in a community to bring about an an- 
nual individual inventory-taking — to 
my mind is just plain common sense. 
No wonder Personal Affairs Month is 
receiving such national wide-spread in- 
terest and popularity.” 


On the basis of the success of Personal 
Affairs Month, Mr. De Lisser now plang 
two major moves: to seek foundation §. 
nancing for the Institute, and to initiate 
a charter membership invitation cam. 
paign to bring members into the Inst. 
tute to help support its goals. 

While the Institute works toward 
greater financial security for its aims 
it can at least rest assured that through. 
out the past five years many persons 
have benefitted from the campaigns that 
remind them that it’s time to take a 
look at Personal Affairs. 


A A A 
MDRT Membership Near 
Record 
The 1961 Million Dollar Round Table 


has 2,928 members, a figure exceeded 
only by last year’s 3,040 and 1958's 
2.987. The decline is attributable main. 
ly to the stricter term insurance rule 
which became effective with 1958 busi- 
ness. First time qualifiers numbered 393 
as against the previous total of 552. 

New York Life Insurance Co. with 
306 tops the list of companies with 
most members of the Round Table, fol- 
lowed by Northwestern Mutual, 248, 
Massachusetts Mutual, 239, Mutual Bene. 
fit of New Jersey, 154, and New Eng. 
land Life, 138. 

Nine countries besides the United 
States are represented in the MDRT 
membership, Canada leading with 127. 
California is the state with the largest 
number of these production leaders, ac- 
counting for 317, while New York is 
not far behind with 308. Every state is 
represented, Idaho and North Dakota 


having just one member each. 
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PAM LEADERS CONFER 


Julius M. Gerzof, (second from left), chairman of Freeport’s fifth anniversary celebration 
of Personal Affairs Month, looks at the campaign kick-off dinner program with Freeport 
Mayor Robert J. Sweeney. Other campaign supporters in the picture (from the left) are: 
Abraham Siegel, vice president of South Shore Federal Savings & Loan Association; John 
I. Lacy, vice president of Long Island Trust Co.; Richard Connolly, assistant vice president 
of Long Island Trust Co. and last year’s campaign chairman; and William J. Martin Ji» 
president of South Shore Savings and Loan. The principal speaker at the kick-off dinnet 
was Faye Henle, nationally syndicated financial columnist. 
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An executor’s duties are many and varied; each 
year they become even more complex. But 

the most important duty is apt to be one which 
does not appear on the surface—to advise 

the family how to cope with the problems ahead. 


At the Trust Company you will find a constant 
awareness that we are dealing with people —not 
merely “accounts”. 


The families that look to us for guidance find 
that our officers have the time and interest to talk 
over personal as well as financial problems. 
Essential as principal and income are, there may 
be occasions when members of the family —a 

son or a daughter, for example—find the sincere 
interest of a mature adviser equally important. 


These relationships are not created in a day; 
now is the time to start building such protection 
for your family. 


Unrtep States Trust Company 


OF New YORK 


45 Wall Street 








Fourth Southern Trust Conference 








A CONFEDERATION OF TO-THE-POINT ADDRESSES, 
GROUP DISCUSSIONS AND HOSPITALITY 


F BREVITY IS THE SOUL OF WIT, THE 

Southern Trust Conference held in 
Jackson, Mississippi from May 3rd to 
5th under the auspices of the American 
Bankers Association, rated at the top 
for timely and highly digestible wisdom. 
Speakers followed the formula for oil- 
drilling which one of them — the newest 
board member of the Federal Reserve 
System, G. Harold King, Jr. — gave to 
an always attentive audience: “If you 
don’t make a strike in the first twenty 
minutes, move somewhere else to do 
your boring.” 

From the reception for early arrivals 
to the return from a memorable evening 
in Vicksburg on the Mississippi, the 
hosts and committees, under the general 
chairmanship of Noel L. Mills, vice 
president and senior trust officer of the 
Deposit Guaranty Bank & Trust Co. of 
Jackson, it was an exceptionally well 
planned and rewarding program for the 
more than 300 attending from fourteen 
states. This is the more noteworthy in- 
asmuch as trust business in Mississippi 
is of quite recent development, with less 
than two-score banks in the state listing 
trust officers and many of these per- 
forming commercial duties as well. 

The opening address, by A.B.A. Trust 
Division president Robert R. Duncan, 
chairman of Harvard Trust Co. in Cam- 
bridge, Mass., set a constructive note in 
outlining the dual approach which trust 
investors must take to best serve the 
varying needs of differently situated life 
tenants while meeting obligations to 
successor beneficiaries. This, he remark- 
ed, can be accomplished by inclusion of 
stocks with fair income which have 
growth ahead of them, rather than over- 
reliance on ‘glamour’ companies which 
may bear a rosy hue of speculation or 
be highly priced for years to come. 

Mr. King most effectively urged the 
mutual responsibility of government and 
citizens for protecting the value of our 
currency and our new role of economic 
and political example to the Free World. 
While he proved to be a disciple of the 
‘political sage’ he quoted as saying 
“When you're talkin’ you ain’t learnin’ ” 
the sense and timeliness of his remarks 
give reason to hope we will hear more 
from him on this crucial matter of a 
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citizen’s responsibilities. Evidencing his 
recognition of the personal as well as 
economic value of professional fiduci- 
aries, he remarked that he had set up 
three trust funds for his own family and 
urged trustees to help inform others of 
national as well as individual financial 
concerns. 

A survey of the Southern market for 
pension and profit-sharing plan was re- 
ported by Guy Faulk, Jr., vice president 
and trust officer of Merchants National 
Bank & Trust Co. of Mobile. Mary C. 
Smith, assistant secretary of the Trust 
Division, received an_ exceptionally 
hearty response from the audience for 
her gracious and helpful commentary on 
how the Division is prepared to and 
does aid the individual trust department. 


Trust Division Activities 


In describing the major activities of 
the Trust Division Miss Smith grouped 
them in four categories: conferences, 
publications, The National Trust School. 
and committee activities. 

Four trust conferences each year are 
sponsored by the Trust Division, Miss 
Smith said, the Southern, Western Re- 
gional, Mid-Continent and the Mid-Win- 
ter. The first three offer opportunity to 
discuss problems and projects of re- 
gional interest whereas the fourth brings 
trustmen together from all parts of the 
nation. 

The “Trust Bulletin” was an out- 
growth from publishing the proceedings 
of the Trust Company Section, Miss 





At opening session of 4th 
Southern Trust Confer- 
ence (from the left) Rob- 
ert G. Howard, secretary, 
Trust Division, ABA; 
Noel L. Mills, vice presi- 
dent and senior trust of- 
ficer, Deposit Guaranty 
Bank & Trust Co., Jack- 
son, and general chair- 
man of the Conference: 
and Robert R. Duncan, 
president of the Trust 
Division and chairman of 
the board, Harvard Trust j 
Co., Cambridge, Mass. In- | 
set shows co-chairman | 
Chalmers Alexander, vice 
president, First National 
Bank of Jackson. 








Smith stated. The need for the printed 
word is so great, however, that today 
the Trust Division’s “Bibliography on 
Trust Business” lists 219 publications 
from various publishers. 

The National Trust School in its first 
session last year had 217 students from 
44 states and three foreign countries, |t 
was created to aid the trust departments 
in the training of new employees, espe. 
cially those who may become trust off. 
cers. Preparation for becoming senior 
executives is the function of Stonier 
Graduate School of Banking and other 
graduate schools. 

The work of the 17 Trust Division 
committees was briefly sketched by Miss 
Smith, who pointed out that not only 
are all these services open to any mem- 
ber trust department, but particular 
problems and questions may be submit- 
ted by mail and will receive a construc- 
tive answer. 


The States Never Die — 
They Only Fade Away 


“We have no one to blame but our- 
selves for the deadly and devastating 
progress that socialism has made toward 
transforming our form of government 
from a democracy to a centralized so- 
cialistic autocracy — progress which has 
already taken us almost beyond the point 
of no return,” warned John Satterfield, 
President-elect, American Bar Associa- 
tion, and Attorney of Jackson and Yazoo 
City. Between 1930 and 1960, state and 
local spending increased almost seven- 
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fold, while federal spending multiplied 
about 24 ‘imes, Mr. Satterfield remarked. 
If militar: expenditures are excluded at 
these da!-s, federal spending has still 
grown 1:’ times as large in these 30 


years. 

“This i; an oversimplification and in 
some degive an overstatement,” he con- 
tinued. “!sut even if adjustments are 


made for population increases of the 
Jatt 30 years (up 45 per cent) and 
changes in the value of the dollar (down 


43 per cent), the trendline of per capita 
spending in uniform dollars is up 160 
per cent al state-local levels and 845 
per cent at the federal level in this 
eriod. 


“If the same trend is followed in the 
future, by 1990 one half of the Gross 
National Product will be required to pay 
the costs of government. 

“The current governmental budget, 
however, is not the gravest danger to 
the maintenance of our form of govern- 
ment nor the most powerful weapon 
which is being used to completely social- 
ize the United States. An even graver 
threat exists through the built-in in- 
creases in the federal debt. 

“How many persons here have pro- 
tested to their Congressmen or Senators 
within the last 10 years when additional 
federal funds were being made avail- 
able for expenditures within your 
states? How many persons have opposed 
the setting up of federal grants-in-aid 
which would release federal and state 
money in your states? No one should 
oppose federal or state taxation when it 
is required to pay the bill for funds 
expended. But when the people of the 
United States let it be known that they 
wish spending of federal and state funds 
to be reduced, their representatives in 
government will bring about this result.” 


Planning and Pensions 


At the Friday morning session, asso- 
ciate dean A. James Casner of Harvard 
Law School spoke on “Estate Planning 
with Respect to Property Having Special 
Characteristics,” but no material on his 
talk was made available to the press. 
J. W. Cocke, C.P.A. of Jackson then 
developed the reasons why employers 
should adopt a tax-qualified pension or 
profit-sharing plan rather than an un- 
qualified arrangement. 

The final business session opened with 
a discussion of the new vehicle of real 
estate investment trusts by Kurt F. Flex- 
ner, director of the Mortgage Finance 
Committee of the A.B.A., and the role 
it is likely to play in banks and trust 
departments. 


June 196] 


Valuation of Closely Held Stocks 


Rule-of-thumb formulas, such as rigid 
percentages of book value or multiples 
of earnings, are dangerous in valuing 
stocks of closely-held companies. Trus- 
tees especially need independent sup- 
portable values for their customers in 
many instances, according to C. J. 
Schwingle, president, The American Ap- 
praisal Co., Milwaukee. Of the nearly 
one half million corporations in the 
United States, 470,000 have no public 
equity market and of the 30,000 which 
are traded publicly, only a few thousand 
are traded with enough frequency to 
indicate their value. Even then, accord- 








Complete trust service 


Estate Planning 

Reviewing your Will 
Administering your Estate 
Living Trust Arrangements 


ing to the speaker, market prices may 
not always represent true value, due to 
speculative factors which may unduly 
elevate or depress such prices. 

There is no simple formula for ar- 
riving at stock valuations in this area; 
rather, the appraiser must establish a 
fair market valuation by structuring a 
hypothetical market which would freely 
exchange such shares, Mr. Schwingle 
said. 


In Lighter Vein 


It was reliably reported that the spe- 
cial entertainment for the ladies — a 
tour of Jackson’s most attractive and 
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vivid gardens, lunch at the country 
club, tour of the historic Old Capitol, 
not to mention dinner-music and danc- 


ing — was so enjoyable that wives will 
hereafter insist on attending such 
thoughtfully planned conferences in 


spite of recent IRS tax reverberations. 

The tasteful assortment of features, 
replete with surprises, would suggest 
that the committee chairmaned by R. D. 
Ehrhardt of Vicksburg’s First National 
Bank & Trust Co. has had professional 
coaching. The pre-convention evening 
reception was made unique and attrac- 
tive by the appearance of a score of 
Jackson trustmen in full Confederate 
regalia (excepting sidearms) and of 
their ladies in colorful ante-bellum 
dresses, a feature repeated with obvious 
appreciation of out-of-towners at the 
banquet, during which ‘General’ Mills 
was presented with a five-foot long rib- 
bon-full of medals of distinction but of 
dubious authenticity, as a token of re- 
gard for his yeoman work on the Con- 
ference. 

In place of the too-frequent ‘chamber 
of commerce’ peroration, or the indigest- 
ible after-dinner speech on lugubrious 
technicalities, the banquet speaker — 
billed as a prominent retired Canadian 
trust company president — turned out 






pre 


The “Robbins Raiders” who held up the Southern Trust Conference special train at Edwards, 


7h 


Miss., between Jackson and Vicksburg. 





to be a really humorous monologist 
known as Stuttering Sam. His confusion 
and mixed metaphors did justice to the 
famous English squire whose name is 
synonymous with ‘Spoonerisms,’ and 
had the guests in a state of amazement 
and dignified doubts until they caught 
the drift. 

A further surprise was the amusing 


talk by Dean Robert J. Farley of the 





happy to serve. 








THE DEEP SOUTH 
BECKONS AND INSPIRES 


If a reminder were needed, this year’s Civil War 
Centennial celebration must have made those attend- 
ing the Southern Trust Conference in Jackson, Miss- 
issippi more than ever aware of the changes wrought 
by the past hundred years, and that the South is now 
the focal point of national progress and, in many ways, 
the pivot on which the nation’s future turns. 


That southern banks will make their powerful contri- 
bution to this future, none can doubt. When American 
National Bank and Trust Company can cooperate with 
another bank in pursuit of this purpose, we shall be 


American National Bank 
And Trust Company 


Chattanooga, Tennessee 


Member Federal Depesit Insurance Corporation 
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University of Mississippi Law School 
listed with the other formal and techni- 
cal addresses. It turned out to be a 
compendium of the trite remarks and 
generalities with which so many ponder 
ous speakers belabor captive audiences 
— a sort of ‘play-back’ that ought to” 
be heard by all such before facing an 7 
audience. 


‘We Was Robbed’ might be the way 


to introduce the anecdote of the ride 4 


from Jackson to Vicksburg on the last” 
night, when the train was held up mid 
way by a group of ‘bandits’ headed by” 
the president of the Bank of Edwards: 
and the town’s mayor. A considerable) 


amount of Confederate money changed: 


. 


hands but there were no casualties 
thanks to the quick-acting posse that! 
had boarded the train at the start, dis. 
guised as trust officers. On arrival af 
Vicksburg, dinner was served on thé 
famous show-boat The Sprague, after 
which the audience participated in his 
sing the villain and advising the poor 
heroine of the meller-drammer ‘Gold in 
Them Thar Hills’. 

The combination of business _pro- 
gram, entertainment for both staff and 
distaff, and the opportunities for i 
formal chats and group discussions, set 
a pattern for mixing business with 
pleasure, and presage increasing attend: 
ance by wives at future conferences. A 
feature of next year’s Southern Trust 
Conference, to be held in Norfolk, Va. 
will be a specially designed program for 
those wives (and women in trust depatt 
ments) who wish to know more of the 
all-round activities and human aspetls 
of the Corporate Fiduciary. 

The proceedings are reported further 
herein. 
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Being measured for a gun in Purdey’s famous Long Room—photo by Mark Shaw 


For a better way to take care of your nest egg 
talk to the people at Chase Manhattan 


So many otherwise well-ordered peo- 
ple unaccountably lose their touch 
when the subject is personal invest- 
ments. 

If you're letting investment cares 
compete with the quiet hours—don't. 
Get hold of The Chase Manhattan 
Bank’s Personal Trust Department 
right away and let it take over. 

Such nuisance details as stock rights 


and record keeping, call dates and 
coupons are Chase Manhattan’s dish 
of tea. 

And, if you're interested, the Per- 
sonal Trust Department will also go 
out of its way to act as your Executor 
and Trustee, advise you on your estate 
with you and your lawyer. 

You can talk to the Personal Trust 
Department by phone at HAnover 


2-6000 or arrange a meeting by mail 
addressed to 1 Chase Manhattan 
Plaza, New York 15, New York. 


THE “ 
CHASE 


MANHATTAN 
BANK 

















A Lawyer’s Challenge on 


TRUSTEE MANAGEMENT OF FAMILY BUSINESSES 


HE RETENTION, MANAGEMENT OR 
see of interests in closed corpora- 
tions and partnership or proprietorship 
interests (herein for convenience re- 
ferred to as “business interests”) pre- 
sents some difficult decisions for the 
trustee.! Generally speaking, the busi- 
ness interest seldom constitutes a “pru- 
dent” investment under applicable law 
relating to investments by trustees. 
However, small basinesses comprises a 
substantial segment of the American 
economy, and many estate owners de- 
sire to retain them for their families. 
Thus, proper estate planning necessi- 
tates a consideration of the pertinent 
factors relating to the inclusion of busi- 
ness interests in testamentary and inter 
vivos trusts. 


The writer has never hesitated to rec- 
ommend to a client a bank or trust com- 
pany as sole or co-executor or co-trustee 
trustees are specially equipped to attend 
to the many details of administration 
and generally possess the business ex- 
perience best to administer the trust. 
Yet, in the area of handling business 
interests, there is much lacking on their 
part. The readiness with which such 
trustees urge heirs to sell family busi- 
ness interests is disturbing. It leaves the 
estate owner without the benefit of ex- 
perienced institutions to add strength to 
the operation and continued growth of 
the business enterprise for the benefit 
of the decedent’s family. 


The writer respectfully suggests that 
corporate trustees have been much too 
hesitant in assuming the responsibility 
of guiding family business interests. It 
is true that in such instances the corpo- 
rate trustee cannot always act with im- 


*Attorney at law, Chicago, Illinois; member of the 
law firm of Becker and Savin, co-author “Illinois 
Lawyers’ Manual’”’ (8rd Ed. Callaghan Co. 1960), 
and lecturer in Estate Planning. 

1Davis & Kleinman, “Trustee Management of 
Closed Corporations,’’ TRUSTS AND ESTATES, Nov. 
1960, at page 1020. 

2“In any sizeable estate, the estate owner should 
be urged to select a competent .corporate executor 
and trustee having the major responsibility for the 
proper administration of the estate .. .”’ Becker, 
Savin and Sprecher, Illinois Lawyers’ Manual, Part 
E, Chapter E2, Par. E2.38, 
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BENJAMIN M. BECKER* 


punity or without liability for misman- 
agement,® but with appropriate exculpa- 
tory clauses in the trust instrument, 
corporate trustees can safely assume an 
important function in the administration 
of trusts consisting of family business 
interests.* It is only a matter of simple 
fairness for corporate trustees to be 
prepared to render such services to 
family business enterprises after they 
have instigated “new business” pro- 
grams in regard to wills and trusts. 

It is true that many forward looking 
trust companies have expanded their 
operations and services available to 
small business enterprises. Much, of 
course, is done each day in that area 
in the commercial banking departments. 

Corporate trustees are especially 
equipped to assist heirs in preserving 
family business enterprises, or in avoid- 
ing forced sales. The competent banker 
is fully prepared to render advice to 
customers, arrange financing of all types, 
assist in planning and managing a busi- 
ness enterprise, appraise risks and 
render investment advice. These serv- 
ices are readily available during the 
lifetime of the business operator. Why 
not make such services available to the 
trusteed family business interest with- 
out trying to convice the family to sell? 

With apologies for giving advice to 
the banking fraternity and their associ- 
ated trust officers, it is suggested that 
corporate trustees, collaborating closely 
with the commercial banking depart- 


3Seott, The Law of Trusts, 2nd edition, Vol. III, 
1956, Sec. 230.4, p. 1729. See also: Bogert, Trusts 
and Trustees, 2nd edition, 1960, Ch. 28; Nonnast v. 
Northern Trust Co., 374 Ill. 248 (1940); In re Estate 
of Thurber, 311 Ill. 211 (1924); and Matter of Kin- 
reich, 244 N.Y. Supp. 357 (1930). 

4See for example the cases cited in 54 Am. Jur. 
Trusts, Secs. 377, 418, 419 and 383. The statement of 
desire on the part of the estate owner that the fam- 
ily business may be retained should be clear and un- 
equivocal. The language might read, “It is my de- 
sire that the family business be retained and the 
Trustees shall have the absolute right and power to 
retain said business as part of the trust estate, with- 
out any liability whatsoever for doing so. I fully un- 
derstand that the retention of said business may not 
constitute a prudent investment under applicable 
law inasmuch as there may be many risks involved 
in retaining the family business. I hereby state un- 
equivocally that the Trustees shall not be liable for 
any loss in income or value of the trust estate by 
reason of retaining the family business.” 


ments, could well develop an effective 
“Small Business Management Division,” 
prepared to assist the family in contin. 
uing a business where such is the ex. 
press desire of the decedent. Let us re. 
view some of the corporate trustee sery- 
ices that could be made available. 


1. Business Surveys 


Few small business enterprises are 
equipped to utilize the benefits of con. 
ventional business surveys of their par. 
ticular industries. Investment depart- 
ments of corporate trustees commonly 
use such surveys and are conversant 
with the experts in the field. The corpo- 
rate trustee could initiate a thorough 
study of the family business, its rela. 
tion to the industry and the potential 
of the industry. Available detailed stud- 
ies could be pursued in order to gauge 
the future of the family business. Thus, 
“guesswork and just plain wishing” on 
the part of the heirs with respect to the 
future of the family business could be 
eliminated. 


2. Efficiency in Operations 


Most small business enterprises do 
not utilize the benefits of efficiency sur- 
veys, cost analysis and effective product 
development programs. Costly habits of 
operation® develop when business is 
profitable. The luxury of neglect of costs 
cannot be afforded. Obsolete products 
mean loss of substantial sales only be- 
cause in good times insufficient attention 
was given to new product development. 
Reserves often prove to be inadequate 
because of a prior failure to plan for 
the financial needs of a growing enter 
prise. 

All of this is the competent banker's 
“bread and butter” conversation with 
commercial customers every day. Why 
not utilize this invaluable knowledge of 
sound business planning and experience 

5For example high costs due to failure of evolving 
an effective cost system; less than maximum utiliza- 
tion of labor force; excessive executive and adminis 
trative personnel. At present we hear more of cut- 
ting costs to meet competition with foreign manu: 
facturers. If costs are excessive now, they were €% 


cessive before foreign competition cut deeply into 
American industry. 
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for the benefit of the family business 
enterpri-? The banker can point out 
the prol:'ems of inadequate cost systems 
and sele:t able cost analysts. The banker 
js famil:ir with management and prod- 
uct deve!opment engineers whose serv- 
ices car: ve made available. The banker- 
trustee «in make expert services avail- 
able to the family business enterprise 
either through individuals associated 
with the corporate trustee or by engag- 
ing outsiders. 


3. Markets for and Development 
of Products 


Frequently, the corporate trustee may 
assist the family owned business by in- 
troducing it to customers of the corpo- 
rate trustee who can utilize the pro- 
ductive facilities and skills encompassed 
in the family business. A valued serv- 
ice can be performed in bringing cus- 
tomers together for their mutual benefit. 
Instead of urging that the family busi- 
ness be sold, and bringing the potential 
sale to the attention of another cus- 
tomer, the “Small Business Management 
Division” of the corporate trustee 
should be as interested and active in 
considering the “management” of the 
family enterprise as its sale. 


4, Financial Management 


Many moderate sized and successful 
business enterprises face a future of un- 
certainty because of lack of expert fi- 
nancial planning in providing for con- 
tingencies, product development and re- 
search and anticipated expansion. Cor- 
porate trustees through their commercial 
departments and specialists are qualified 
to provide this service. 


5. Administrative and Executive 
Personne! 


With the demise of the key man (pre- 
sumably the major owner of the family 
business enterprise), there is frequently 
the need of well educated. trained and 
experienced executive and administra- 
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tive personnel in order to assure the 
continued success of the enterprise. 
While it is not suggested that the corpo- 
rate trustee become an employment 
agency, such personnel could often be 
made available through its many con- 
tacis. 


6. Mergers, Consolidations and 

Acquisitions 

In some instances, the merger of the 
family business or its consolidation with 
a related enterprise can provide the 
management and impetus for continued 
stability and growth. Heirs, generally, 
are unfamiliar with the possibilities of 
business growth through merger, con- 
solidation or acquisition. The published 
notices of the death of business owners 
are invitations to business brokers to 
persuade the family to sell the business. 
The corporate trustee, through its com- 
mercial, investment and research divi- 
sions, is specially qualified to advise the 
family members as to whether a merger 
or consolidation with another and re- 
lated business might be a better alterna- 
tive than selling or retaining the busi- 
ness interest independently. 


7. Disputes among Family 
Members 


Where a family business is to be held 
in trust, disputes between the family 
members may be anticipated, especially 
where less than all of the members of 
the family are active in the operation 
of the business. Such disputes include 
complaints about compensation or 
fringe benefits to family members active 
in the business, the demand or need of 
non-active members for dividend in- 
come as opposed to the overriding re- 
quirements of sound financial planning 
to provide for proper reserves, objec- 
tions to expenditures for appropriate ex- 
pansion to assure continued growth, 
end complaints directed against active 
family members who abuse their posi- 
tions of authority in operating the busi- 
ness. A corporate trustee might well 
help avoid such disputes by firmly ex- 
ercising its better business judgment in 
the interests of all family members. Too 
many trustees, corporate and individual, 
are more inclined to avoid controversy, 
acting only as mediator, rather than to 
exercise decision-making power with 
respect to the management of the family 
business. Merely acting to satisfy an 
unreasonable heir is not necessarily 
acting in the best interests of the trust 
estate. : 

It is the writer’s hope that the fore- 
going observations will not be construed 
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as unduly critical of corporate trustees. 
Over the years corporate trustees have 
made excellent progress in assisting es- 
tate owners in planning their estates. 
But for the lawyer endeavoring to ad- 
vise his clients on the important prob- 
lem of what to do about a family busi- 
ness, it would be helpful to know that, 
absent family management competent 
to assure continued success of the busi- 
ness, the estate owner can look to the 
“Small Business Management Division” 
of the corporate trustee in whom he has 
invested his trust in administering the 
estate. 


Addendum 


Anticipating the critical comment of 
trust officers, the author submitted the 
foregoing in manuscript form to a num- 
ber of well-informed trustmen. Their 
comments and the author’s observations 
are noted below. 

1. “Your article tends to exaggerate 
the extent to which corporate fiduciaries 
urge the sale of business interests.” 
That may be so, but its truth depends 
upon the policies of the individual fidu- 
ciaries. The author has had varied ex- 
periences with corporate fiduciaries. It 
is true that the better equipped trust de- 
partments will undertake some of the 
responsibilities in connection with the 
management of family business enter- 
prises. 

2. “In many instances they (corpo- 
rate fiduciaries) have no choice because 
the draftsman has not clearly expressed 
his client’s intention or given the fiduci- 
ary the powers he needs to handle the 
business.” This is correct. In this re- 
spect, the lawyer who prepares the trust 
instrument must bear the responsibility. 
Corporate fiduciaries should not be ex- 
pected to take on the responsibilities 
with respect to business interests where 
the instrument does not provide ade- 
quately with respect to duties and re- 
sponsibilities of the trustee. However, 
where the instrument contains appropri- 
ate exculpatory provisions, the corpo- 
rate fiduciary might well take the initia- 
tive in rendering advice. 

3. “Many times the decedent does not 
have all of the stock and many of the 
suggested services you mention benefit 
the corporation as a whole, so it is not 
fair to charge the cost of those services 
to the estate alone.” This is true. The 
trust instrument should provide that the 
cost of such services ought to be charged 
to the corporation or the shareholders 
on a pro rata basis. 

4. “It is a rare situation where the 
corporate fiduciary is in a position to 





dominate the situation because in mos 
instances the will or trust agreement 
provides that the trustee can only act 
with the approval or in accordance with 
the direction of one of the family mem. 
bers.” Be it so, nevertheless the corpo- 
rate fiduciary might more readily make 
the suggested services available to he 
accepted or rejected by the family 
members. But it is also true. where the 
will or trust agreement provides for 
adequate powers for the corporate fidu. 
ciary, many of them have been more jp. 
clined to “settle” disputes rather than 
exercise their power to “run the busi. 
ness.” 


5. “Frequently, the bank which js 
named as the corporate fiduciary has 
also been the commercial bank of the 
company, and a great many businesses 
rely upon borrowings for their working 
capital. Too many draftsmen fail to 
recognize the potential conflict of inter- 
est this situation creates and fail to 
provide that the liability or responsi- 
bility of the bank will not be increased 
or affected by virtue of its being or 
becoming a creditor of the company, 
the bank having been selected as execu- 
tor and trustee with full recognition that 
this relationship does and may from 
time to time in the future exist.” This 
is correct. The draftsman should in- 
clude appropriate provision in the will 
or trust instrument. 


This conflict of interest problem can 
be quite troublesome and _ should be 
guarded against or provided for in the 
instrument. It might be well to state 
specifically that the corporate fiduciary 
shall not be deemed to be in a conflict 
of interest situation in acting as trustee 
and banker for the family business, leav- 
ing it to the corporate fiduciary to de- 
cide whether it desires to have the bank- 
ing done at another institution. On the 
other hand, it is not uncommon for some 
estate owners to name as corporate trus- 
tee a banking institution other than the 
banker of the family business, thus 
avoiding the conflict of interest problem. 
However, the latter procedure has some 
disadvantages. After all, the banker of 
the family business has become familiar 
over many years with the problems of 
the business, gets to know its personnel, 
and, in general, is in a better position 
to assist the beneficiaries than some 
other institutional trustee. 


[Ep. Norte: In the next issue, we shall 
publish an article describing a special 
division of Provident Tradesmens Bank 
& Trust Co. of Philadelphia charged with 


the management of business interests.] 
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Loans A gainst Insurance 


Does Beneficiary or Estate Bear Ultimate Burden? 


NONSIDER THE PLIGHT OF MARY 
Jones. Mary had been a lifelong 
friend and companion to Alice Smith. 
Alice thought so highly of Mary that 
she named her as beneficiary of a sub- 
stantial insurance policy on her life. 
Having “provided for” her friend, Alice 
left her whole estate to her two brothers, 
whom she hadn’t seen in years. 


As in most life insurance policies sold 
today, Alice had the right, subject only 
to certain contractual formalities, to 
change the beneficiary and to assign the 
policy. Alice never changed the benefi- 
ciary. However, subsequent to naming 
Mary as beneficiary, she assigned ihe 
policy to a local bank as collateral se- 
curity for a loan. At Alice’s death, with 
the debt unpaid, the bank collected the 
proceeds of the policy from the insur- 
ance company, retained the outstanding 
balance of the loan and paid the re- 
maining proceeds to Mary Jones. The 
balance received by the beneficiary was 
but a small fraction of the actual face 
amount of the policy and Alice’s broth- 
ers fell heir to an estate undepleted by 
the outstanding loan. 


Does Mary have any recourse but to 
accept this reduced amount, or is she 
entitled to more? Stated more generally, 
the problem here considered is whether 
the beneficiary of a life insurance policy 
on the decedent’s life which has been 
absolutely assigned as collateral security 
for a loan from a third party is entitled 
to be subrogated to the creditor’s claim 
against the decedent’s estate because the 
decedent’s debt was satisfied with money 
which, but for the debt, would have been 
paid to the beneficiary. 


Equitable Doctrine of Subrogation 


Subrogation is an equitable right 
which accrues to a party who pays a 
debt which rightfully should be paid by 
another. Through subrogation, the one 
who pays is allowed to step into the 
shoes of the one who is paid and en- 
force the debt against the one who 
should have paid. A claim under this 


theory presupposes a debtor creditor’ 


relationship and that it was the bene‘ici- 
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arys money which was used. If there 
is no debt as is the case of a policy loan 
from the insurance company to the in- 
sured or if the assignment acted as a 
change of beneficiary for the amount 
of the debt, then subrogation will not 
be allowed. 

it at least 19 jurisdictions! the courts, 
given the prerequisite fact situation, will 
grant subrogation. In New York, for 
example, there is what amounts io a 
presumption in favor of the beneficiary.” 
On the other hand, in some states the 
question cannot arise due to the posi- 
tion of the courts there that a collatera! 
assignment actually is a_ beneficiary 
change as to the amount taken from the 
proceeds to satisfy the debt.? This is 
often referred to as the pro tanto theory. 
It would appear that the pro tanio 
theory is followed in Georgia, Florida, 
and Iowa and the result may be the 
same in Colorado, Louisiana and Massa- 
chusetts. The theory is, however, in the 
minority.* 


The Lender and the Assignment 


‘In the past, many lenders who held 
“collateral” assignments of life insur: 
ance policies found that insurance com- 
panies often refused to recognize the 
assignee’s rights without the signature 
of the assignor. This, of course, led *o 
more caution on the part of lenders with 


1Connecticut, Illinois. Indiana, Kentucky, Mary- 
land, Michigan, Mississippi, New Hampshire, New 
Jersey, New Mexico, New York, North Carolina, 
Ohio, Pennsylvania, South Carolina, Tennessee, Tex- 
as, Virginia, and West Virginia. 

2In re Cummings’ Estate, 1951, 200 N.Y. Misc. 
467, 105 N.Y.S. 2d 104. 

%Merchants’ Bank v. Garrard, 1924, 158 Ga. 867, 
124 S.E. 715, 38 A.L.R. 102. 

Katz v. Ohio National Bank, 1934, 127 Ohio 531, 
191 N.E. 782. 


concomitant pressure on the companies 
by frustrated would-be debtors. The re. 
sult has been the “absolute” assignment 
for collateral which is now exemplified 
by the American Bankers Association 
form of assignment which is absolute 
enough for the lender and yet clearly 
states the collateral nature of the assign- 
ment. The majority of cases on this sub- 
ject indicate clearly that an assignment, 
absolute on its face, can be shown to 
be actually a collateral assignment. 


The term “third party” is used in this 
connection to distinguish a loan made 
to the insured by a bank or other lender, 
in which a bona fide debtor-creditor re- 
lationship is established, from a “policy 
loan” whereby the insured obtains an 
“advance” from the insurance company. 
In this latter case, there is really no 
loan for there is no obligation on the 
part of the insured to repay.® For the 
purposes of this article, the creditor may 
actually be a life insurance company or 
any other lender, where the transaction 
‘s not a “policy loan” and where there 
is an actual debt. However, note the 
recent strong opinion of Pennsylvania 
Supreme Court Justice Bell in Miller Es- 
tate,® to the effect that the source of the 
loan should not be controlling in cases 
of the nature here discussed. 


The Beneficiary’s Interest 


Where the insured does not retain the 
right to change the beneficiary, the bene- 
ficiary takes a vested interest in the 
policy and the policy cannot be assigned 
without the beneficiary’s consent. Ex- 
cept, perhaps, in Wisconsin, all states 
adopt this rule. For the purpose here, 
the effect of this is that where the in- 
sured has not reserved the right to 
change the beneficiary (such may be the 
case under older policies) or has named 
the beneficiary irrevocably, then his 
subsequent act of assignment has no 


5Parish v. New York Life Insurance Co., 1910, 216 
U.S. 517, 30 S. Ct. 385, 54 L. Ed.; Williams v. Union 
Central Life Insurance Co., 1934, 291 U.S. 170, 54 
S. Ct. 348, 78 L. Ed. 711. see also Davis v. Modern 
Industrial Bank, 279 N.Y. 405, 18 N.E. 2nd 639, 135 
A.L.R. 1035 for view that subrogation will not lie in 
a policy loan situation. 

1960, 402 Pa. 140. 
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validity and the beneficiary will not be 
suing for subrogation but should contest 
the right of the assignee to the pro- 
ceeds.‘ 

The majority of courts now hold that 
where the insured reserves the right to 
change the beneficiary, then the benefi- 
ciary does not have a vested right in the 
policy. The cases which hold for subro- 
gation in this area all recognize the 
beneficiary's right as an “expectancy,” 
similar to the right of a legatee prior 
to the testator’s death. Although the 
beneficiary's right to the proceeds does 
not vest until the insured’s death, at the 
instant of death, he “owns” the proceeds. 
It is this vesting or “ownership” that 
satisfies one of the prerequisites for 
subrogation. The minority view is tha‘ 
the reservation of the right to change 
the beneficiary gives to the insured only 
the power to divest the right which has 
vested under the general rule.® 

Assuming then that the insured had 
the right to change the beneficiary and 
that the beneficiary does not have a 
vested interest in the policy but merely 
an expectancy, the cases are unanimou; 
in holding that the intent of the insured 
as to who should pay the debt is con- 
trolling. In other words, if the doctrine 
of subrogation is not precluded by the 
facts, then where it can be concluded 
from an examination of all the circum- 
stances that the insured intended the 
beneficiary to be subrogated to the 
creditors’ rights against the estate, this 
right will be recognized. Conversely, 
where it is shown that it was the in- 
sured’s intention that the beneficiary 
should not be entitled to be subrogated 
to the claim of the assignee, such right 


will be denied. As the majority of cases © 


arising in this area are decided in favor 
of the beneficiary, it would appear that 
as a practical matter, once the benefi- 
Clary proves the collateral assignment 
of the policy and the satisfaction of the 
debt from the policy proceeds, it is up 
to the estate to show that the insured 
did not intend that the beneficiary b2 
entitled to subrogation. 

In these cases, it should be noted that 
there is no conflict between the creditor 
and the estate. By majority rule, the 
creditor’s rights are assured by the as- 
signment. The conflict is between the 
beneficiary and the estate. Actually, the 





See, for example, Grimm v. Grimm, 1945, 26 Cal. 
2d 173, 157 P. 2d 841; Shay v. Merchants’ Banking 
Trust Co., 1989, 385 Pa. 101, 6 A. 2d 536. See also 
46 C.J.S. 62 and 29 Am. Jur. 952; and discussion in 
58 Yale Law Journal 743. . 

’For example, Indiana National Life Insurance 
Co. v. McGinis, 1913, 180 Ind. 9, 101 N.E. 289. See 
also a discussion of this theory in 26 Temple Law 
Quarterly 343. 
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argument made for the beneficiary is 
that the policy is pledged as collateral 
or secondary security. If the insured, or 
his estate, does not or cannot pay the 
debt. then, and only then, may the 
policy be resorted to. The beneficiary 
claims that the debt is primarily an ob- 
ligation of the estate and, as the benefi- 
ciarys rights vest at the instant the in- 
sured dies, then if the policy proceeds 
are used to pay the debt which is the 
estate’s obligation, the beneficiary should 
be able to step into the creditor’s shoes 
and demand payment from the estate.® 


°Ex parte Boddie, 1942. 200 S.C. 379, 21 S.E. 2d 4. 
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Why Is Subrogation Material? 


Before getting into an analysis of the 
factors which have been considered by 
the courts in determining the insured’s 
intent, some consideration should be 
given to the circumstances and reasons, 
besides the obvious one in the Mary 
Jones case, which would lead a benefi- 
ciary into court to seek subrogation. 
Among these are situations where: 

1. The beneficiary is not the sole 
residuary legatee of the decedent’s will, 
or, as in the Mary Jones case, is not 
even mentioned. If the estate pays the 
debt, thus reducing the share of those 
taking under the will, the beneficiary 
will profit by such action.’° 

2. The insured collaterally assigns a 
number of policies having different ben- 
eficiaries and/or pledges other property 
as collateral. The creditor under the 
pledge or assignment may legally satisfy 
the debt pro rata from the various prop- 
erty or he may take the proceeds from 
one policy, returning the other collateral 
untouched.'t The beneficiary of the ex- 
pended policy may seek to have the 
other collateral used to satisfy the debt 
and/or seek to have the debt paid by 
the estate.1* 

3. In an intestacy situation, as a prac- 
tical matter it might be profitable for 
the beneficiary of an intestate share of 
a relatively small estate to take the full 
face value of an insurance policy as a 
creditor of the estate and then take her 
intestate share of the reduced estate, 
rather than originally take a share of 
a larger estate. 

4. In an election to take against the 
will, or in an intestacy situation, where 
property passing to the surviving spouse 
under State law is not sufficient to qual- 
ify for the full marital deduction for 
federal estate tax purposes, proceeds 
obtained through subrogation, up to 
the full face amount, will so qualify and 
thereby reduce the federal estate tax.!* 
By reducing the federal estate tax there 
will be a larger estate for the beneficiary 
to share. 


loSmith v. Coleman, 1945, 183 Va. 601, 32 S.E. 2d 
704, reversed 184 Va. 259, 35 S.E. 2d 107. 

1Barbin v. Moore, 1934, 85 N.H. 362, 159 A. 409, 
83 A.L.R. 62; The Maccabees v. Alexrad, 1959, 177 F. 
Supp. 725. 

12There is an equitable theory called contribution 
whereby if two or more individuals provide security 
for a third party’s debt and the debt is satisfied by 
expending the collateral of one of these individuals, 
then that one is able, through the theory of contribu- 
tion, to force the others to contribute their pro rata 
share. See 18 C.J.S. 2. ; 

13Estate of D. Byrd Gwinn, 1955, 25 T.C. 31. Other 
cases which consider this problem in the area of fed- 
eral estate taxation are In re Caroline D. Thompson, 
1954, 22 T.C. 507; James H. Matthews, 1944, 3 T.C. 
525; and Henry W. Hofferbert, 1942, 46 B.T.A. 1101. 
Some other aspects of federal tax ramifications are 
discussed in 29 Texas Law Review 319. 





5. In jurisdictions where insurance 
‘proceeds are totally or partially exempy 
from state succession or inheritance tax. 
ation, even the wife as sole residuary 
legatee would be in a better position 
taxwise if, through the cooperation of 
the creditor, she were to pay the debt. 
effect the release of the policy to herself 
as beneficiary, and receive the proceeds 
as tax-free insurance, and then seek re. 
payment of the debt from the estate 
through subrogation. This has the effect 
of giving the estate a deduction against 
state and federal taxation and also re. 
taining the tax advantages of life jp. 
surance proceeds.'* 


6. In the case of a “pour over” will | 


or a testamentary trust, where the resid. 
uary estate is to go into trust, by plac. 
ing herself in the position of a creditor 
of the estate, the beneficiary may be 
forced to invest the proceeds herself — 
a situation which the insured may not 
have intended.’ It might be noted that 
if the proceeds of the policy are to be 
paid to the beneficiary under settlement 
options, through subrogation the bene- 
ficiary is able to receive these sums free 
of policy or settlement agreement re- 
strictions. 

There are two additional points con- 
cerning trusts which are worthy of men- 
tion here. First, in the case of the inter 
vivos trust to which insurance policies 
are made payable, it is the author's 
opinion that the trustee has a positive 
duty to seek reimbursement for the 
benefit of the beneficiaries through sub- 
rogation. This duty, if neglected, could 
later prove troublesome for the trustee. 
But on the other side of the coin, it 
could wreck a well-planned estate by 
unexpectedly draining the estate of as 
sets earmarked for specific legatees and 
devisees. 

Secondly, as is pointed out in Chaplin 
v. Merchants National Bank,'® the fact 
that assets have passed from the estate 
into a testamentary trust do not place 
them beyond the reach of the benefici- 
ary. In that case, decided on Illinois law, 
the testamentary trust was for the bene: 
fit of the insured’s children and there 
was no provision in the will or trust for 
the beneficiary (though not stated, it is 
assumed, she was the insured’s sister). 
She claimed and was granted subroga- 


tion and the fact that such a claim | 


M4Connelly v. Wells, 1955, 142 Conn. 529, 115 A. 


—_ 





2d 444 is illustrative of how the theory of subroga | 


tion may play an important part in tax savings 
Other cases which have a similar result are: In re 
O’Meara’s Estate, 1949, 193 N.Y. Misc. 790, 81 
N.Y.S. 2d 388; and In re Wilson’s Estate, 1950, 363 


Pa. 546, 70 A. 2d 354. This latter case is discussed in | 


51 Dickinson Law Review 255. 
15Cf. 27 Marquette Law Review 180. 
16(1959) 186 F. Supp. 273. 
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would wipe out the trust did not pre- 
vent the court from deciding in her 
favor. 


Insured’s Intent Controlling 


While, as indicated above, there are 
many reasons why a beneficiary will go 
jnto court to prove that the insured in- 
tended that she should be entitled to 
subrogation, as a practical matter most 
borrowing insureds have little or no in- 
tention as to the beneficiary’s right to 
subrogation. Be that as it may, the life 
insurance policy is becoming more and 
more acceptable to lenders as collateral 
security and, the insured’s intent in this 
regard is becoming increasingly import- 
ant. 

An interesting question was presented 
to the Supreme Court of Pennsylvania 
in Miller Estate." There a guardian of 
an incompetent was authorized by a 
court to borrow from a bank and pledg> 
a policy on the incompetent’s life as 
security. When the insured died the 
loan was paid from the proceeds and 
the balance given to the named benefi- 
ciaries. The court, recognizing that the 
insured’s intent was controlling, but 
also recognizing that the incompetent 
legally had no intent at the time of the 
loan and assignment, found that the 
insured’s original intent that the benefi- 
ciaries receive the face value of the 
policy had not changed and allowed 
their claim for the full amount. 

In most subrogation cases, the in- 
sured’s intent is not expressed and must 
be inferred. It would seem, from the 
cases deciding issues in this regard,'* 
that the important actions which the 


insured can take to unequivocably show — 


his intent are: 


e revoke the beneficiary and re- 
designate the same beneficiary but 
subject to the assignment; 

@ name the creditor as beneficiary; 

e provide expressly that there be 
no subrogation; 

e make the insurance policy the 
primary fund for the satisfaction of 
the debt. 


“Bank Loan” Insurance v. 
“Minimum Deposit” Insurance 


In the matter of Cohen’s Estate,’® the 
bank loaned the insured money with 
which to pay the first six annual pre- 
miums on a substantial life insurance 
policy on his life. The loan was secured 
by assignment of the policy to the 


See note 6 above. 

Seitz v. Seitz, 1960, 238 Miss. 296, 118 So. 2d 351; 
Chamberlin v. First Trust & Deposit Co., 1939, 172 
Mise. 472, 15 N.Y.S. 2d 168; In re Gallagher’s Will, 
1953, 57 N.M. 112. 255 P. 2d 317. 

19(1959) 23 Ill. App. 2d 411, 163 N.E. 2d 533. 
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bank, together with other collateral. 
The bank secured the face amount of 
the policy from the insurance company 
under the terms of its assignment, re- 
tained the amount due on its loan, re- 
turned the other collateral, and paid 
the balance to the beneficiary named in 
the policy. The court denied the bene- 
ficiary’s claim on the ground that the 
assignment expressed the insured’s in- 
tent that the proceeds of the policy 
should be the primary source from which 
the payment of the loan was to be made. 

This is the first case to consider a 
fact situation of this nature. In the in- 
surance industry the transaction which 
the bank and the insured entered into 
has been termed “bank loan” insurance. 
When the creditor is the issuing insur- 
ance company it is called “minimum de- 
posit” insurance. 

Even though Illinois decided against 
subrogation in Cohen. there is nothing 
inherent in the “bank loan” situation 
which would preclude recovery in a 
future case. This would not be true with 
the “minimum deposit” whereby the in- 
sured borrows from the insurance com- 
pany. In this latter case, it would ap- 
pear that no actual debtor-creditor re- 
lationship is established. 


Express Intent 


The first time the New Jersey courts 
were faced with a subrogation case in 
this area.”° it was denied; but while 
intent would appear to have been ex- 
pressed, the case was decided on other 
grounds. The agreement provided: 


“said bank shall receive and apply 
on the indebtedness secured by said 
assignment all sums payable under 
said policy at any time. Any balance 
remaining after said indebtedness has 
been fully paid shall be paid by the 
bank to the party or parties who 
would have been entitled to receive 
such amount from the insurance com- 
pany had such assignment not been 
executed, no party interested in said 
policy shall, on account of the appli- 
cation of any of the proceeds of said 
policy on said indebtedness have the 
right to contribution or reimburse- 
ment from any party, or to be sub- 
rogated to the rights of the bank in 
any collateral.” 


While this provision was not utilized 
to determine the insured’s express in- 
tent and his intent to deny subrogation 
was implied from other factors, this 
identical provision resulted in denial of 
subrogation as an express indication of 
the insured’s intent in a Kentucky case.*! 
 20Fidelity Union Trust Co. v. Phillips, 1949, 5 N.J. 
Super. 529, 68 A. 2d 574, aff’d. 71 A. 2d 352. 


21Froman v. Froman’s Executor, 1943, 293 Ky. 1, 
168 S.W. 2d 361. 


On the other hand, in an Ohio case** 
there was an express provision allow- 
ing subrogation, but it was denied on 
the ground that there was no considera- 
tion for the promise. In a Pennsylvania 
case** where the creditor agreed, at the 
insured’s insistence, to look exclusively 
to the collateral in payment of its claim, 
the court denied subrogation as the in- 
sured’s intent was expressed. 


*Oetting v. Sparks, 1923, 109 Ohio 94, 143 N.E. 
184. 

*3In re Goldstein’s Estate, 1956, 384 Pa. 1, 119 A. 
2d 278. See also Berger v. Berger, 1936, 264 Ky. 225, 
94 S.W. 2d 618; Kash v. Kash’s Executor, 1935, 260 
Ky. 508, 86 S.W. 2d 273. 
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Where Beneficiary Joins in 
Obligation or Assignment 


The courts will usually allow subro- 
gation where the beneficiary signs the 
note evidencing the debt, but does not 
thereby bind herself to pay the debt un- 
less the insured defaults. In a situation 
of this type, the beneficiary may be 
called an accommodation-maker, a form 
of surety. In these cases, recovery is 
predicated on the beneficiary’s special 
iight of subrogation, which accrues by 
virtue of the suretyship relation.** It is 
interesting to note that in the Kentucky 
case mentioned above, in which subro- 
gation was denied because of the ex- 
p-ess provision against it, the wife had 
joined in the note and was, in fact, a 
form of surety. 

Where the original beneficiary joins 
the assignment, the courts do not con- 
sider this point to be of particular im- 
portance, finding, in most instances, that 
the beneficiary thereby creates no lia- 
bility on her own part for the insured’s 
indebtedness to the bank. Stated as a 
general rule, the fact that the original 
beneficiary joins in the assignment of 
the policy to the creditor does not indi- 
cate that the insured wished to deny 
her subrogation.”° 

In some cases, the original benefici- 
ary joined in the assignment and afier- 
wards the insured changed the benefici- 
ary to name another. Just as the courts 
place littke emphasis on the fact that 
the original beneficiary joined in the 
assignment, so they are unwilling to find 
that it was the insured’s intent not to 
entitle the subsequently named benefici- 
ary to subrogation in this latter situa- 
tion. 


Irrelevant Questions: Who Paid — 
Change Back 

Another question which recurs regu- 
larly has to do with whether the debt 
was actually paid and, if so, by whom. 
The general rule may be drawn that it 
does not matter in determining the in- 
sured’s intent whether the beneficiary 


*4See, for example, Russell v. Owen, 1932, 203 N.C. 


262, 165 S.E. 687; Katz v. Ohio National Bank, 1934, - 


127 Ohio 531, 191 N.E. 782; In re Lamport’s Estate, 
1947, 71 N.Y.S. 2d 414; In re Cummings’ Estate, 
1951, 105 N.Y.S. 2d 104; In re Cordier’s Estate, 1955, 
145 N.Y.S. 2d 855. 

2See Seitz v. Seitz and In re Gallagher’s Will, 
Note 18, above; Smith v. Coleman, 1945, 183 Va. 601, 
32 S.E. 2d 704, reversed 184 Va. 229, 35 S.E. 2d 107; 
Farracy v. Perry, 1929, 12 S.W. 2d 651; Schum v. 
Lawrenceburg National Bank, 1950, 314 Ky. 285, 234 
S.W. 2d 962; Berger v. Berger, note 23, above; In re 
Jones’ Estate, 1945, 81 N.Y.S. 2d 386; In re Cum- 
mings’ Estate, Katz v. Ohio National Bank, Russell 
v. Owen, In re Cordier’s Estate, all Note 24, above; 
Froman v. Froman’s Executor, Note 21, above. 

*Barbin v. Moore, 1934, 85 N.H. 362, 159 A. 409, 
83 A.L.R. 62; Mutual Life Insurance Co. v. Illinois 


_ National Bank, 1940, 34 F. Supp. 206, aff’d Mackie 


v. Mackie, 126 F. 2d 469; Blair v. Baker, 1950, 196 
Md. 242, 76 A. 2d 129. 





has actually paid the debt and claimed 
subrogation,”* or whether the estate has 
paid the debt and asks to be reimbursed 
from the policy proceeds,?* or where 
the debt remains unpaid and the pro- 
ceeds are paid into court with the par. 
ties interpleaded by the insurance com. 
pany.~® The courts are more than will. 
ing to apply the theory if not the doc. 
trine of subrogation in these situations 
so that it makes little or no difference 
who pays or even whether payment has 
actually been made. 

Many banks will insist that an in. 
sured change the beneficiary designation 
to his estate to preclude the bene ‘iciary 
from claiming to have rights superior to 
the assignee. Where the change is made 
back to the original beneficiary, the 
courts have decided that it does not 
indicate the insured’s intention not to 
entitle the beneficiary to subrogation.” 


Intent From Purpose of Loan 


The cases generally hold that where 
the insured borrows at a lower rate of 
interest than he is presently paying for 
his “policy loan” from the insurance 
company, and he uses the money so bor- 
rowed to repay the policy loan, it is his 
intent that the policy be the primary se- 
curity for the loan, and the beneficiary 
should not be entitled to subrogation.”! 

While in at least one jurisdiction, 
(New York) ** if the loan is to repay 
a policy loan, subrogation will be de- 
nied almost as a rule of law, the reason- 
ing behind such decisions may be ques- 
tionable. In fact, the courts are saying 
that if an insured borrows from a bank 
at 4 per cent to repay a policy loan at 
5 per cent, the insured does not intend 
his beneficiary to have subrogation. It 
is suggested, however, that if the reverse 
occurred, that is, a policy loan from 
an insurance company at 5 per cent to 
repay a bank loan at 6 per cent, the 
courts will still deny subrogation. 

It would seem that where the policy 
loan is paid off through the use of the 
bank loan, unless there is express intent 


(Continued on page 569) 


27In re Van Hoese’s Will, 1948, 192 Misc. 689, 81 
N.Y.S. 2d 392; Katz v. Ohio National Bank, Note 24, 
above; Farracy v. Perry, Note 25, above; Connelly v. 
Wells, Note 14, above; Seitz v. Seitz, Note 18, above. 

28Chamberlin v. First Trust & Deposit Co., Note 
18, above; In re O’Meara’s Estate and In re Wilson’s 
Estate, Note 14, above; Estate of D. Byrd Gwinn, 
Note 13, above. 

22Ex parte Boddie, Note 9, above. 

30In re Stafford’s Estate, 1951, 278 App. Div. 612, 
101 N.Y.S. 2d 904; In re Price’s Estate, 98 Pitts- 
burgh L. J. 145. 

*1In re Lamport’s Estate, In re Cummings’ Estate, 
and In re Cordier’s Estate, Note 24, above; Fidelity 
Union Trust Co. v. Phillips, Note 20, above; In re 
Goldstein’s Estate, Note 23, above; Mutual Life In- 
surance Co. v. Illinois National Bank, Note 26, 
above. 

®2In re Lamport’s Estate, Note 24, above. 
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N ORDER TO QUALIFY FOR PREFEREN- 
i tax treatment as a _ restricted 
stock option, an option must call for a 
price at least 85% of the fair market 
value of the stock at the time the option 
is granted. It must provide that the op- 
tion is not transferable by the employee 
or exercisible by anyone else during 
his life. It must contain an expiration 
date no more than ten years from the 
date the option is granted. If the em- 
ployee already owns 10% of the stock 
of the company, the option price must 
be 110% of the fair market value of 
the stock when the option is granted, 
and the option can run for no more 
than five years. 

The employee cannot sell the stock 
which he acquires within six months 
after he gets it nor within two years 
from the issuance of the option. Sec- 
ondly, he must exercise the option while 
he is still an employee or within three 
months thereafter. 

If all of these requirements are met, 
employee realizes no income on receipt 
of the option, no income on exercise of 
the option, and only capital gain on the 
sale of the stock acquired through the 
option. The latter statement is strictly 
true only if the option price was 95% 
of the value of the stock at the time 
the option was granted. If the price was 
originally between 85 and 95%, the em- 
ployee realizes ordinary income when 
the stock is sold measured by the dif- 
ference between the option price and 
the fair market value of the stock either 
when the option was issued or when the 
stock was sold, whichever is less. The 
balance of his profit is capital gain. 
Whether or not ordinary income is real- 
ized by the employee, however, the em- 
ployer gets no deduction for either the 
option or the stock issued pursuant 
to it. 


Non-restricted Options 


We must not overlook the numerous 
and sometimes very useful kinds of 
non-restricted stock options., The gener- 


From address at Estate Planning Council of Cleve- 
land, March 21, 1961. 
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al rule is that when the employee exer- 
cises the option and purchases stock, the 
difference between the price he pays 
and fair market value is taxed to him 
at that time as ordinary income, and 
the company gets a deduction at the 
same time and in the same amount. 

The first alternative to the general 
rule is that certain options are taxable 
to the employee and deductible by the 
employer as soon as they are granted. 
The Commissioner’s new regulations say 
that this is true only when the option 
has a “readily ascertainable” fair mar- 
ket value, and this test is defined in 
such a way that very few stock options 
will qualify. Indeed, the contrast between 
these regulations and the Commissioner’s 
usual rule for taxing income which is 
difficult to value is so striking as to 
raise a question of basic fairness. 

The second alternative to the general 
rule is the non-restricted option on re- 
stricted stock. The option thus described 
does not meet the Code requirements of 
a restricted stock option, but the stock 
acquired pursuant to exercise of the 
option is subject to certain limitations. 
The Internal Revenue Service has chosen 
to call these limitations “restrictions” 
at the expense of creating a certain 
amount of unnecessary terminological 
confusion. 

An example of such a limitation on 
stock is a provision that if the employee 
leaves the employer’s services for any 
other reason than his death at anytime 
within two years after exercising the 
option, he must sell the stock back to 
the company at the price he paid. The 
theory is that stock so limited is im- 
possible to value, or that the limita- 
tions lower the stock value sufficiently 
to eliminate the bargain element. On 
either theory no income is recognized 
when the option is exercised, and the 
case law holds that there is also no 
taxable event when the limitations ex- 
pire. The Commissioner now disagrees, 
however, and his regulations provide 
that when the limitations expire com- 


-pensation is realized. In the above ex- 


ample, if the person receiving the op- 


tion remained an employee for two 
years, the limitations on his right to sell 
years, the limitation on his right to sell 
the stock would terminate, and ac. 
cording to the Commissioner, he would 
have taxable compensation at that time, 


Treatment of Options in Event 
of Death 


A stock option can pass to the em- 
ployee’s estate at death and be exercised 
by his executor or heirs. The terms of 
the option should include express pro- 
visions as to such exercise. Also, the 
employee’s estate plan should expressly 
authorize his representative both to ex. 
ercise the option and to borrow funds 
for this purpose if necessary. Stock ac- 
quired by option also passes at death 
in the usual way, and such inheritance 
does not violate the six month or two 
year holding period rules if the option 
was restricted. The holding period rules 
may be violated, however, if the stock 
passes to the survivor by way of a 
joint tenancy. 

A decedent’s estate has certain defi- 
nite advantages in exercising stock op- 
tions. If the decedent was an employee 
at the time of his death or within three 
months before that, the “employee” test 
has no further application to his estate. 
In addition, the statutory rule requiring 
stock acquired through exercise of a 
restricted stock option to be held for a 
certain period has no application to an 
estate, and the estate may resell at any 
time. On the other hand, the six month 
period is still required for treatment of 
any profit as long term capital gain 


- rather than short term. Also the period 


during which the option can be exer- 
cised is not extended by the fact of 
death unless the option so provides, and 
the option, to qualify as restricted, can- 
not provide for an extension beyond the 
permitted five and ten year periods. 
Thus, if the decedent had a stock option 
which was within two weeks of expiring 
at the time he died, it may have to be 
exercised by his successor or within that 
brief period if it is to be exercised at all. 

A disadvantage created by the death 
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of the employee is the sudden realiza- 
tion of ordinary income in certain cases. 
If, for example, he owns at death stock 
acquired through the exercise of an 
85% restricted stock option the ordinary 
income which he would have realized 
had the stock been sold on that day is 
treated as having been realized by his 
death. Again, income may be realized 
if the restrictions on stock acquired 
through the exercise of a non-restricted 
stock option expire at the time of death. 
In the example already discussed, the 
requirement that the employee resell 
the stock to the company automatically 
expired at his death, and hence income 
would be realized, according to the 
regulations, at that point. 


Estate Tax Implications 


Fortunately, the situations where the 
employee’s death results in the realiza- 
tion of ordinary income are relatively 
rare. In the more usual case the estate 
simply succeeds to the employee’s posi- 
tion and is taxed on the exercise of the 
option or the sale of the stock just as 
the decedent would have been if living. 
There are, however, qualifications to 
this general rule, stemming generally 
from the liability for federal estate tax. 
Both an option and stock acquired 
through an option are property subject 
to estate tax if held by the decedent 
at his death. 

Adjustment for this additional tax is 
made in one of two ways. In the case 
of an inherited 95% restricted stock op- 
tion, the option is treated as property 
which acquires a new basis at death 
under Section 1014, and this basis is 
added to the basis of the stock purchased 
upon exercise of the option. 


The second approach applies to a_ 


non-restricted stock option the exercise 
of which by the employee would give 
tise to ordinary income. In this case the 
tule of the regulations apparently is that 
the exercise of the option by the em- 
ployee’s estate gives rise to ordinary in- 
come unreduced by the value of the op- 
tion at date of death, but the estate is 
entitled to a deduction under Section 
691 for the estate tax paid on the option. 
In addition, the amount of compensa- 
tion taxed to the estate should be added 
to the basis of the purchased stock, al- 
though the regulations almost pointedly 
fail to make this clear. 

An intermediate solution is provided 
in the case of an 85% restricted stock 
option. If such an option is exercised 
by the employee’s executor after his 
death, the profit on sale of the stock 
is divided for tax purposes between 
ordinary income and capital gain in 
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the same general manner as if the em- 
ployee had exercised the option and 
sold the stock himself. The ordinary 
income portion is measured in_ the 
usual way by the excess over the option 
price of the value of the stock either at 
the time the option was granted or at 
the time the stock is sold, whichever is 
less. This ordinary income is not re- 
duced by the value of the option at 
date of death, but the executor does get 
a deduction for some of the estate tax 
paid, computed under Section 691. 

The capital gain portion of the profit 
follows the other route: No deduction 
for estate tax paid is allowed, but the 
basis of the stock is increased by the 
value of the option for estate tax pur- 
poses. It is also increased by the amount 
of ordinary income realized on the sale, 
to the extent that this exceeds the basis 
of the option. Basis is reduced, on the 
other hand, to the extent that the ordi- 
nary income realized on sale is less than 
the ordinary income which would have 
been realized had the employee exer- 
cised the option and held the shares at 
his death. 

It should also be noted that in the 
case of an 85% restricted stock option 
exercised by the executor, the distri- 
bution of the stock to the beneficiaries 
of the estate is treated as a sale at the 
stock’s then fair market value for pur- 
poses of the recognition of ordinary in- 
come. 


Financing Exercise of Option 


A very practical problem connected 
with an option is raising the cash neces- 
sary to take advantage of it. A fre- 
quently overlooked tax disadvantage of 
a restricted stock option is the income 
tax at high marginal rates which the 
typical owner of an option must pay on 
the salary he accumulates to pay the 
option price. Since the price must be 
close to the fair market value of the 
stock when the option is issued, the 
amount which must be thus accumu- 
lated, and hence the tax, may be quite 
significant. 

An alternative to financing the exer- 
cise of stock options by salary accumu- 
lations is raising the necessary cash by 
the sale of some of the stock acquired. 
Unfortunately, there are also disadvan- 
tages to this route. In the first place, 
a significant corporate purpose in is- 
suing stock options is to give manage- 
ment the incentive connected with a 
substantial stock ownership. To the ex- 
tent that the stock which is issued to the 
officers is resold this purpose is de- 
feated. Second, the sale of the stock at 
a profit gives rise to a tax on the capital 
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gain, which increases the cash needs 
which the sale is intended to meet. Third, 
resale by the officer is likely to be re- 
garded by the S.E.C. as inconsistent 
with investment intent, and may mean 
the necessity of a registration statement. 
Fourth, in the case of a listed company, 
sale of its stock above the option price 
within six months before or after ex- 
ercise of the option is effectively pre- 
cluded by Section 16(b) of the Securi- 
ties Exchange Act of 1934, 

Still another possibility is financing 
the purchase by loans. If the stock op- 
tions relate to stock in a listed com- 
pany which is good and valuable col- 
lateral, however, strict limits are im- 
posed by Regulation U of the Federal 
Reserve System on what a member bank 
can loan on the stock. Conversely, if we 
are dealing with a small unlisted com- 
pany there is great question as to its 
value as collateral in the first place. 
Furthermore, regardless of the type of 
stock involved, there is the problem of 
paying off the loan once it is obtained. 
Sooner or later this is likely to require 
the accumulations from salary, taxed as 
ordinary income, already discussed. The 
loan route, in short, spreads out the 
problem or defers the problem, but it 
does not solve the problem. 


An alternative form of loan, also 
subject to the objection that it only 
defers the problem, is a purchase on 
credit from the corporate employer it- 
self. For it to be valid as an exercise 
of the option for tax purposes both sides 
must be committed. That is, the em- 
ployee cannot have the choice of chang- 
ing his mind, turning back the stock, 
having the loan cancelled, and having 
his money returned. It must be a real 
and binding debt. Also, the transaction 
must be drafted in light of the pro- 
visions of local corporate law. An 
Ohio corporation, for example, must be 
careful to come within the section per- 
nitting installment sales of stocks to 
employees rather than within the sec- 
tion imposing personal liability on di- 
rectors for loans to officers, directors, 
and shareholders. 


Insurance for Financing 


The financing problem may be made 
more difficult by death. Both the ac- 
cumulation and borrowing routes are 
far more difficult for the widow than 
for the living employee. Thus a signi- 
ficant estate planning problem exists 
wherever a corporate officer owns an 
option which requires putting up a 
large sum of cash. 








investors. 
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One answer to the problem is for the 
corporate officer to take out a term 
life insurance policy to provide his 
widow or executor with the necessary 
cash should he die before exercising 
the option. However, this expense may 
be unnecessary in some cases. Assume 
that the option is already registered with 
the S.E.C. and gives the executor the 
right to purchase stock in a large listed 
company at $59 a share below the mar. 
ket. The executor does not have to hold 
the stock six months from the time he 
acquires it, or two years from the time 
the option was granted. If it is a 95% 
type restricted stock option, he can buy 
the stock at noon and sell it at one p.m, 
without realizing compensation. Fur. 
thermore, in the case of a restricted 
stock option the estate’s basis for the 
stock will include the value of the op. 
tion, and hence he does not even need 
to worry about short term capital gain. 


At the opposite extreme, assume a 
very small and speculative company 
with few stockholders and a very limited 
market for its stock. Here the executor 
or widow cannot count on being able 
to make a prompt resale of the stock at 
all, let alone at a price equal to the 
stock’s real value. Unquestionably, there- 
fore, insurance might be very necessary 
to permit the widow to exercise such 
an option. However, the estate planning 
question is whether this is the type of 
stock for a widow to buy, even at a 
bargain price. Is it not more important, 
especially for a widow with no interest 
in a continuing management role in the 
company and with a posisble need to 
invade capital for emergencies, that her 
assets be in a form more readily con- 
vertible into cash? It is usually con- 
sidered, where the prospective decedent 
is the president of a small company, 
that the real problem is how his estate 
can get this money out of the company 
rather than how to get more into it. 


Both of the above examples are ex 
treme. There are many intermediate 
situations where the stock is a long way 
from the equivalent of cash but where 
it is sufficiently liquid, or the bargain is 
sufficiently good on the stock option, 
that the individual will want to plan 
for the cash necessary to do it. In such 
a case insurance may be the answer. 


When to Advise Option? 


In addition to considering existing 
stock options, there will also be oc 
casions when the estate planner will 
have an opportunity to advise a client 
as to the value of having such options 
issued in the first place. 


TRUSTS AND EsTATES 
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From the company’s viewpoint a stock 
option gives the officers an incentive to 
make the company grow, and the terms 
of the option can have the effect of tying 
the ollicer to the company for a period 
of years. Also, an option provides very 
real compensation without any pay- 
ments from the company’s cash bank 
balance, and, in fact, when the options 
are exercised there will be a flow of 
cash coming into the company. Further- 
more, there is minimum erosion of the 
compensation by taxation. 


From the employee’s viewpoint the 
advantage of a stock option is that he 
is given a chance to participate in the 
growth of the company’s equity without 
risking any of his own capital. Further- 
more, if the stock option is restricted 
he can get this tremendous benefit with- 
out paying any tax until after the bene- 
fit has been realized, the stock sold, and 
the cash received with which to pay the 
tax. Even this tax will be at capital gain 
rates, and can be avoided completely as 
long as the officer holds onto the stock. 


The advantages above sometimes ap- 
pear to be so overwhelming that it is 
important to point out the contrary 
factors. One disadvantage has already 
been considered, the problem of financ- 
ing the option price. If additional sal- 
ary must be paid in order to permit the 
employee to exercise the option, the ad- 
vantage of avoiding cash payments from 
the company is reduced. 

Another disadvantage is that the Com- 
missioner’s regulations on Section 1244, 
which permits an ordinary loss deduc- 
tion on certain stock of small businesses, 
take the position that any stock issued 
by a company while employee stock op- 
tions are outstanding cannot qualify un- 
der this section. This objection to some 
extent can be avoided by proper timing 
of stock issues. 

The most serious disadvantage of a 
restricted stock option, in the case of a 
closely held company, is the difficulty of 
determining the fair market value of 
the stock accurately enough to be sure 
of meeting the various percentage tests. 
This problem is complicated by the fact 
that the Commissioner can raise the 
valuation issue in any year when part 
of the option is exercised and in any 
year when part of the stock so acquired 
is sold. Some of these opportunities will 
arise many years after the original grant 
of the option. If the option has become 
valuable through a great growth in the 
company subsequent to the grant, this 
factor may affect the judgment both of 
the Commissioner and courts as to the 
value when the option was granted. 
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Alternative Proposals 


An alternative to the restricted stock 
option is one of the many varieties of 
non-restricted stock options. Some of 
the above objections would still apply, 
but some are at least partially an- 
swered. Certain basic advantages are 
clear. The option price can be lowered, 
thus reducing the problems of financing 
exercise of the option. It is also possible 
to provide for a longer option period, 
which may be especially important in 
the case of an employee already a 10% 
stockholder, thus permitting more time 
to accumulate the option price and more 
time in which to enjoy the risk-free 
participation in any equity growth. A 
transferable option, such as a_ stock 
warrant, is also possible. 


Even more important, although dis- 
agreement as to the fair market value 
of the stock may result in a higher tax 
upon exercise of the option than was 
intended, the problem would usually be 
resolved more or less soon after the 
critical valuation date, thus minimizing 
the hindsight problem and the period of 
uncertainty. In addition, a conclusion 
that the stock was worth more than the 
parties believed merely results in an 
appropriate increase in a known tax. 
In the case of a restricted stock option 


a disagreement of only 1% as to fair 
market value can change non-taxable 
transactions into taxable ones or change 
capital gain into ordinary income. 

Consideration should also be given 
to the direct issuance of stock to the 
employee, either at a bargain price or 
entirely for services rendered, without 
use of any option. This, of course, en- 
tails an immediate income tax measured 
by the fair market value of the stock 
less any price paid in cash. However, 
this tax may be no greater than the 
tax on the salary which would have to 
be accumulated to exercise a restricted 
stock option, and at the cost of only 
the tax paid the employee has achieved 
the same participation in equity growth 
without the risk of his capital which 
he would obtain from a stock option. 
Furthermore, the taxpayer is in a bet- 
ter bargaining position in setting the 
value of the stock if this is uncertain. 
In the case of a restricted stock option 
the company must lean over backwards 
to attach a sufficiently high value to the 
stock. Where stock is to be taken into 
compensation anyway, the all-or-noth- 
ing aspect of the disagreement over 
stock value which is present in the case 
of a restricted stock option does not 
apply, and the directors are freer to set 
a lower valuation figure. 
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— SECURITY 
— EFFICIENCY 
— CONTINUITY 


A FULL RANGE OF TRUST SERVICES 
INDIVIDUALS AND ORGANIZATIONS 


@ Trusteeship of settlements 
@ Administration of estates 
@ Executorship of wills 
@ Management of pension funds, 
investment companies and other corporations 
@ Registrar and Transfer Agent 
@ 


Nominee, Attorney and Agency work 
Trusteeship for Debenture holders 


OF NOVA SCOTIA TRUST COMPANY 
(BAHAMAS) LIMITED 


Bay Street, Nassau, Bahamas 








Inquiries may be directed to the headquarters of the 
Trust Company in Nassau, or to any of the bank's 
offices in Canada, London, New York or Chicago. 





















CHASE MANHATTAN MOVES 
IN GREATEST SECURITIES 
TRANSFER IN HISTORY 


One spring morning in New York 
City the Chase Manhattan Bank started 
moving $32 billion worth of securities 
through the streets of lower Manhattan. 

It was such a casual affair that prob- 
ably none of the hundreds of pedestrians 
that might have glimpsed at one of the 
crates rolling along the sidewalk or un- 
marked trucks creeping up Pine Street 
ever suspected that before his eyes was 
being accomplished the largest move of 
securities in history. Each crate held up 
to $50 million in negotiable securities. 

Actually, the securities, held by the 
bank’s trust department, were moving 
under heavy guard according to a pre- 
cise plan drawn up under the direction 


Francis G. Ross, Chase Manhattan Bank executive vice president in charge of the trust 

department, is pictured in his new office on the executive floor at the new head office 

buiiding. Mr. Ross who has been with Chase Manhattan since 1927 prefers the spacious 
circular table to a desk. 


of Francis G. Ross, executive vice presi- 





dent in charge of the department. The 
securities were being taken to the trust 
vault in the new $120 million Chase 
Manhattan Bank headquarters, an ultra- 
modern 60-story aluminum, glass and 
steel building in the heart of the down- 
town financial district. The new bank 
building, which officially opened May 
17, houses the largest banking operation 
ever assembled under one roof. 

The securities transfer, which was 
completed after several weeks on May 
19, was accomplished during working 
hours between Mondays and Fridays. 
Unmarked trucks, containing a_ bank 
officer, a two-man trust vault team and 
four armed guards, were accompanied 
by two cars, an unmarked car with 


four detectives and a bank car with 
armed guards. Uniformed city police- 
men were strategically placed to elimin- 
ate traffic bottlenecks and provide added 
protection. Other crates from a nearby 
Chase branch were simply rolled down 
Pine Street while armed guards in 
civilian dress watched. The latter move 
required 855 trips along the street and 
took 22 days. 

The securities, held by the trust de- 
partment for domestic and _ foreign 
banks, corporations, trusts, estates and 
individuals, were deposited in the 
world’s largest bank vault, about an acre 
in size, located 90 feet below the street 
on the fifth underground floor. The walls 


Part of the $32 billion worth of securities secretly moved by Chase Manhattan Bank’s 
trust department from three separate locations to the trust vault in the bank’s new head 
office building in lower Manhattan. The securities are owned by other banks, corporations, 
trusts, estates and individuals and constitute the largest move of its kind in financial 
history. For more than a month securities were transferred during regular working hours 
with a simultaneous audit by the controller’s staff. The maximum to be moved in any 
day was one day’s audit backlog and limited in value to $50 million. Only one delivery 
was in transit at a time. Each load was accompanied by a bank officers, vault personnel, 
armed guards from the bank and police detectives. City patrolmen were strategically located 
to eliminate traffic bottlenecks. 





are 30 inches of concrete wedded to 
the bedrock foundation and the six safe 
doors are 20 inches thick. 

Chase’s 1,252 trust department per- 
sonnel at the new bank are housed on 
six floors about one-third of the way 
up the gleaming skyscraper. The bank 
occupies 37 floors above ground and six 
below to accommodate its head _ office 
staff of 7.500. Tenants will occupy the 
39th to 59th floors. The 60th floor is 
the executive lounge and dining area — 
with a view of lower Manhattan. the 
harbor, New Jersey and Brooklyn. (See 
cover for unusual panoramic view from 
the top.) 

The building is the sixth tallest in 
the world at 813 feet and the largest 
commercial office building built in 25 
years. 

One of the unique aspects about the 
new Chase headquarters is its concern 
with environment, inside and out. In- 
side, the bank allocated one-half million 
dollars for works of art to decorate the 
bank’s lobbies and offices. The art, paint: 
ing and sculpture, ranges from primitive 
Americana to abstract expressionism. 
This action was taken to evidence the 
bank’s concern with human values and 
provide a warm and stimulating en- 
vironment in which its employees can 
work. 

The bank is using only about one- 
third of the land available for the build- 
ing itself. A plaza is being built on 
21% acres in the block which adjoins the 
building. Land is worth an estimated 
$7,000,000 an acre in the financial dis- 
trict. The plaza, which will roof over 
three floors, will include trees, a large 

(Continued on page 566) 
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ADMINISTRATION OF EMPLOYEE BENEFIT TRUSTS 


by Small Trust Departments 


Vice President 


RUSTMEN WHO HAVE BEEN SOME- 
ee less than enthusiastic about ad- 
ministering employee benefit trusts would 
be well advised to reconsider the col- 
lateral advantages which these trusts af- 
ford. Employee benefit plans offer the 
small trust department a tremendous po- 
tential for immediate and_ profitable 
business. The only obstacle is compla- 
cency. 

In the past 35 years some 400 plans 
covering 4 million employees have 
grown to over 60,000 plans covering al- 
most 22 million employees, one third of 
the nation’s working force. These fig- 
ures also show that the majority of the 
new plans are being installed by the 
smaller companies. 

Like old friends and fine wine, em- 
ployee benefit trusts improve with age. 
As the years pass new plans are added, 
old plans grow larger, and trust depart- 
ment income increases steadily. The 
typical pension or profit sharing trust 
will show a rather steady growth for 
about 23 years before it reaches the 
plateau where the contributions, earn- 
ings and gains on the investments are 
offset by benefit payments. , 


Personnel and Prospects 


Once the decision has been made to 
add the function of benefit plan trustee 
to a department’s list of services, it is 
important to delegate the responsibility 
for this phase of operation to one per- 
son. Select this man with care and see 
that he receives proper training and 
equipment, It is all right for this person 
to handle other trust business, as time 
permits, but not to the extent of replac- 
ing the employee benefit accounts as his 
primary assignment. 

It is desirable for the person selected 
to possess the usual technical attributes 
of a good trust officer, but it is equally 
important for him to be sales minded 
and at ease before large groups of 
people. 


From address at Trust Conference, 
Bankers Association, April 24, 1961. 


Indiana 
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EUGENE F. HART 


The most logical prospects for em- 
ployee benefit trust business are among 
the bank’s corporate trust and commer- 
cial customers. Referrals from the com- 
mercial officers are an excellent source. 
It is important, therefore, to circulate 
the information among the bank’s em- 
ployees that the trust department is in- 
terested in securjng employee benefit 
trust accounts. It is equally important 
to demonstrate competency in this field 
as quickly as possible. It is imperative 
that a contact with the prospect be 
made promptly and that the person who 
furnishes the lead be kept advised of 
all subsequent developments. 


Most of the metropolitan banks con- 
fine their activities to a strict carrying 
out of the trustee’s duties as recited in 
the indenture of trust. Their position is 
that the plan administration and the 
trust administration are not related, and 
a corporate trustee is far afield when it 
concerns itself with the problems of 
plan administration. This viewpoint is 
completely valid on technical grounds, 
but questionable as a practical attitude 
for the small trust department. 

The majority of the small bank’s cor- 
porate customers employ between 25 
and 300 workers, with a few in the 500- 
1500 category. Companies of this size 
rarely have a legal staff or an industrial 
relations department. Some are fortun- 
ate if they have a personnel manager. 

Such companies will naturally look to 
their attorney, their auditor and their 
trustee for guidance in the administra- 
tion of their plans. The trust officer 
should encourage this practice and be 
prepared to assist the company and the 
plan’s administrative committee with the 
various problems that arise. The bank’s 
relations with customers and attorneys 
are thus strengthened, and the trust off- 
cer will receive greater personal satis- 
faction from his work. The trust depart- 
ment will have little trouble justifying 
its fees and will most certainly foster 
goodwill for the bank and acquire new 
customers for itself. 


& Trust Officer, St. Joseph Valley Bank, Elkhart, Ind. 


First Steps 


Complete administration service 
should begin at the preliminary discus- 
sion level. It is important to learn the 
motives for and the objectives of the 
proposed plan. It is not wise to be too 
quick to recommend a particular type 
of plan or funding medium. Pension 
plans and profit sharing plans should 
not be made to compete with each other. 
Many companies have installed both 
with excellent results. 

The trust officer should take every 
opportunity to familiarize himself with 
the various types of plans and funding 
media. He must be able to recognize 
the several insured approaches currently 
being used and be prepared to discuss 
their basic points, free of all camouflage 
One of the best sources of new busines= 
is in the conversion of insured pension 
plans. A consulting actuary is an im- 
portant ally in the final stages of this 
job, but the alert and well informed 
trust officer can do the preliminary 
work. Old insured plans which are con- 
verted have the added attraction to the 
trustee of a large corpus at the outset. 


It is true that the investment results 
of the past decade have been responsible 
for some astonishing results. However, 
the trust officer must not be moved to 
paint too rosy a picture. Guarantees can 
not be implied, for the trust institution 
is not an insurance company. 


An employee benefit plan is not a 
cure-all for companies with management 
weaknesses. Before profit sharing can be 
considered there must be reasonable as- 
surance that there will be profits avail- 
able. Nor can any retirement program 
serve as an acceptable substitute for 
adequate current wages. Plans which 
are ill-conceived or motivated for self- 
serving reasons by management should 
be discouraged. Such plans invariably 
require extra supervision and the trus- 
tee’s fees are usually inversely propor- 
tional to the work involved. All trust 
business is not necessarily good trust 
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SOTHEBY & CO. 


the oldest firm of 


FINE ART AUCTIONEERS 


in the world. 


OF THE 14 HIGHEST PRICES 
EVER PAID AT AUCTION FOR 
PAINTINGS OR WORKS OF ART, 
13 HAVE BEEN ACHIEVED IN 
OUR ROOMS SINCE OCTOBER 
1958. 


Our commission for selling pictures, 


drawings, silver, porcelain, jewels, 
antiquities and other works of art is 
10 per cent. Books, manuscripts, 


Oriental miniatures, engravings, etch- 
ings and Japanese art, 15 per cent. 
Last season Sotheby’s sold works of 
art worth 1914 MILLION DOLLARS, 
many of which were sent for sale 
from American collections and insti- 
tutions. 


“SOTHEBY’S 216TH SEASON” 
(illustrating 157 of these works of 
art, 12 in colour) can be ordered from 


SOTHEBY’S OF LONDON LTD. 

717 Fifth Avenue, New York 22, N. Y. 
PLaza 8-2891 (price $4.95) 
Sotheby’s representatives are always 
ready to visit any part of the United 


States to advise Trust Officers and 
owners of important property. 
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business. It is a good idea to review 
existing plans occasionally to determine 
if termination of the plan should be re- 
commended to the employer. 

Self-trusteed plans are another excel- 
lent source of new business and also 
have the advantages of seasoning and 
size. The standard arguments apply — 
investment experience; impartiality; 
availability; permanence; group-judg- 
ment; financial responsibility; and the 
amount of time the individual trustees 
must devote to their duties. 

Many plans never get beyond the 
planning stage because there is no quar- 
terback to coordinate the work required 
to submit the plan and trust to the 
Treasury Department for qualification. 
By studying the applicable provisions of 
the Internal Revenue Code and the Fed- 
eral Tax Regulations,* the trust officer 
can soon qualify himself for this im- 
portant role. 

Most trust departments would fare 
better in competition if they would or- 
ganize and streamline their plan admin- 
istration duties and thus be able to of- 
fer superior service and to increase vol- 
ume and income without adding extra 
personnel. 


Agreements and Reports 


Sample plan and trust agreements are 
appreciated by attorneys, most of whom 
prefer editing to drafting. Sample agree- 
ments also tend to standardize the pro- 
visions of the plans in the department, 
and this eliminates some of the reread- 
ing of plans in connection with the many 
questions that will arise in the:r admin- 
istration. Sample board of directors 
resolutions adopting the plan are also 
of assistance to attorneys. 


The following forms are frequently 
printed in quantity: 


Tax Information Schedule for ini- 
tial filing for Treasury Department 
qualification; to accompany the an- 
nual filing of the Trustee’s Form 
990-P; to accompany the corpora- 
tion’s annual federal tax return; and 
to submit amendments to the plan and 
trust. Separate Schedule 3 of Federal 
Tax Regulation 1.404 (a)-2, providing 
for required information on the 25 
highest paid employees covered by the 
plan, can also be printed for the con- 
venience of the company’s auditor, 
and is an integral part of this sched- 
ule; 


Beneficiary Designation Form for 
execution by all participants; 


Plan Participation Certificate for 
each participant; 


*Sections 401, 404 and 501, I.R.C. of 1954, and 
Federal Tax Regulation 1.404(a). See also Rev. 
Proc. 56-12 and Rev. Rul. 57-163. 





Annual Statement of Account for 
each profit sharing plan participant; 


Annual Notice to Employer of Con- 
tribution Due; 


Annual Questionnaire to Employer 
for information needed by trustee for 
filing with Trustee’s Form 990-P (or 
affidavit that required information has 
been filed previously by the employer), 


Other forms that can be standardized 
and made easily adaptable for each plan 
installation include the formal notice to 
employees announcing the adoption of 
the plan, and a question and answer 
brochure which explains the basic fea- 
tures of the plan and is distributed to 
all participating employees. Some banks 
even furnish attractive booklets for each 
employee in which he can file all im- 
portant papers pertaining to the plan, 
Printed forms are both efficient and im- 
pressive. 


One of the most important functions 
of the plan trustee is the preparation of 
the annual accounting report of the 
trust. The exact layout of this report 
is a matter of individual taste and some- 
times dependent upon the department’s 
equipment and records. However, extra 
deiail contained in this report will tend 
to minimize subsequent questions from 
the employer and his auditor. Many 
banks supply employers with various 
analyses of the trust assets, and include 
charts and graphs. 


Some companies have used their em- 
ployee benefit plan as an excuse for 
holding general meetings with their em- 
ployees, perhaps as annual affairs to 
which the employees’ wives and _hus- 
bands are invited. General business is 
often discussed, retirement checks dis- 
tributed, and the operations of the trust 
fund for the year are reviewed. Trust 
officers should not miss an opportunity 
to appear at these meetings and assume 
responsibility for the program. Employ- 
ees should be encouraged to ask ques- 
tions which they are likely to have con- 
cerning the plan’s provisions. Many po- 
tentially fine plans are not successful be- 


. cause the employers have neglected to 


promote them properly. The trust off- 
cer’s cooperation in this important 
phase of the plan’s administration will 
be greatly appreciated, and the rewards 
for the bank can be substantial. 


As administrative techniques are per- 
fected and the companies become ac- 
customed to the routines, the work will 
get easier, the fees will get higher and 
everyone will acknowledge that the 
trust officer is a very wise man, indeed! 


AAA 
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The Man Who Catches Rainbows... 


Bachelor, successful professional man, he works hard 
at his practice, likes to enjoy fully his limited leisure 
time. Trout fishing is one of his favorite ways of relax- 
ing. A Over the years his savings have grown to fairly 
substantial proportions. The management of these 
funds, he feels, is best accomplished by impartial in- 
vestment specialists. That’s why he recently opened an 


Investment Advisory Account at First National City 
Trust. Here his portfolio is under the supervision of an 
experienced team which has available at all times the 
facilities of an outstanding financial organization. That 
leaves him much more time for things like rainbows. 
A Our Investment Advisory Service is complete, con- 
tinuing, moderately priced, usually tax-deductible. 


FIRST NATIONAL CITY BANK 


Trust Division, Uptown Headquarters, 399 Park Ave., New York, N. Y. 
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Have Evectric Utiity Stocks 
OuTRUN Prorir GrowTH? 


A little less than a year ago” the 
writer utilized this space to discuss in- 
vestment opportunities in electric utility 
common stocks. The article was intro- 
duced by the following observation. 


“A comparison of Standard & Poor’s 
425-Industrial Stock index and the 50- 
Utility Stock Index since the beginning 
of the bull market in 1949, produces 
some rather interesting comparisons. 
For the first part of the market, the 
utilities tended to act exactly like the 
conservative investment media they were 
supposed to be. From the 1949 low to 
their 1953 high, the industrials advanced 
104% vs. a 59% rise in the utilities. As 
could be expected, the power producers 
declined slightly less in 1953 but this 
was hardly compensation for the fact 
that from 1953 to 1956 they advanced 
only 52% while the industrials moved 
up 135%. 

“Starting in 1956, however, a tre- 
mendous change took place. In the 1956- 
57 decline, the utilities showed their 
usual defensive characteristics, declin- 
ing only 15% while the industrial aver- 
age dropped off 21°. However, on the 
subsequent rise to the middle of 1959, 
the performance of the utility index 
bettered that of the industrials with a 
57% rise vs. one of 55%. In 1960, only 
a 4% decline was registered by the util- 
ity index vs. a 13% decline for the 
industrials, and from their 1960 low 
both indices have advanced 14% to date. 
The upshot of all this is that the indus- 
trials at current prices are some 22% 
above their 1956 high. The utilities, 
however, are 47% above the same 
peak.” 

The remainder of the article was de- 
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voted to analysis of just why the per- 
formance of utility commons relative to 
industrials had improved so drastically 
starting in 1956. It was pointed out 
that the utilities enjoyed a long record 
of steady growth and one that could, 
with reasonable confidence, be projected 
into the future. It was further suggested 
that this growth could well be superior 
to that of a great number of industrial 
equities then selling for considerably 
higher prices in relation to current earn- 
ings. It was noted, for example, that 
Florida Power & Light had shown a 
greater increase in earnings over the 
past ten years than had International 
Business Machines; that Texas Utilities 
had considerably bettered the perform- 
ance of General Electric and that even 
supposedly stable companies, such as 
Illinois Power and Consolidated Edison, 
were not too far behind DuPont in their 
rate of long-term growth. Since the utili- 
ties, on a statistical basis, were still a 
good deal cheaper than the industrials, 
the article suggested that this superior 
performance might continue. This has 
taken place. 

From the 1960 low to the 1961 high, 
as of this writing, the Standard & Poor 
Utility Index has advanced some 40% 
while the S.&P. 425-Industrial Stock In- 
dex has advanced only 30%. As a re- 
sult, the industrials at current levels are 
35% above their 1956 high, the utilities 
are 79% above their highest 1956 level. 


In the light of this performance, it is 
certainly worth while to ask whether the 
superior action of utility stocks versus 
industrials can be expected to continue. 
Based on technical and fundamental ac- 
tion, there appears to be some reason to 
doubt that this will be the case. 


Data to reinforce this conclusion can 
be obtained from the following table 
which shows price earnings ratio of the 
Standard & Poor Industrial and Utility 
Indexes at four different periods in re- 
cent market history. It will be noted 
that at the end of 1949 the industrials 
were selling for less than seven times 
earnings while the utilities were capital- 
ized at around thirteen times earnings. 
The advance from 1949 brought the 
industrials to a more realistic P/E ratio 
of around ten, whereas the utility ratio 
changed hardly at all. By 1956, the price 
investors were willing to pay for utili- 
ties had advanced to some fifteen times 
earnings, but the industrial P/E ratio 


... Funds Index 


... Reports 


had moved ahead to a rather staggering 
new high of sixteen. The last part of 
the rise from 1956 to 1960 saw both 
groups advance their P/E ratios to cur- 
rent levels in the 19-20 range. In sum- 
mary, the statistical cheapness that char- 
acterized the utilities in comparison with 
their industrial cousins has ceased to 
exist. 


PRIGE EARNINGS RATIO 


Year/Qtr. 425 Industrials 50 Utilities 
1949 4 _ 6.76 13.64 
1953 1 _... 10.30 13.46 
1956 3 _.... 16.06 15.15 
BY FE eiccrcteecnens 18.92 19.76 


The rise from 1949 can be looked at 
in another way. Mid-1949 was charac- 
terized by probably the lowest state of 
investor confidence in recent market his- 
tory, which made itself felt most seri- 
ously in industrial stocks. The entire 
1949-1956 period was one in which in- 
vestor confidence moved from new lows 
to new highs, and the undervaluation 
which was so blatant in 1949 was large- 
ly corrected. Thus, although industrial 
earnings advanced only moderately, the 
near-doubling of the P/E ratio, which 
investors were willing to apply to in- 
dustrials, accentuated the rise in com- 
mon stock prices. Meanwhile, the utili- 
ties advanced more or less in line with 
the advance in earnings. In the last four 
years, however, some of the. optimism 
which characterized investor evaluation 
of industrials has spilled over into the 
utilities. The obvious result is that the 
advance over the past four to five years 
has been greater than the rise in earn- 
ings. 

It can be argued, of course, that the 
utilities with their inherent stability de- 
serve a higher P/E ratio than do the 
industrials. This argument is, I think, 
somewhat tenuous. Present multipliers 
are obviously capitalizing on a future 
growth trend. Certainly, if stability and 
income are all that is desired, they can 
be achieved much more readily in bonds 
of the same companies whose stocks 
have just turned in such a remarkable 
performance. The investor in_ utility 
commons today is, whether he likes it 
or not, commited to seeking capital 
gains. Given this realization, electric 
utility stocks with their earnings capital- 
ized at the same generous rate as in- 
dustrials, hardly appear to be any bar- 
gains. While downside risk is probably 
relatively small, at least for the time 








1956 1961 % 1956 1961 % 
Stock High High Change Earnings Earnings-E Change 
Amer. Telephone 6236 130 +108 4.39 5.70 +30 
Coca-Cola 43% 95% +118 2.30 3.00 +30 
General Foods 25% 83 +225 1.81 2.75 +52 
Reynolds Tobacco 28% 120 +315 2.96 5.50 +85 





being, the potential for further growth 
has, with the usual number of excep- 
tions, probably been exhausted. 

it is worth noting at this point that 
the rise in utilities has, in actuality, 
been only part of an advance in a huge 


group of so-called “defensive” stocks. 
This group includes foods, soft drinks, 
tobaccos and, to a lesser extent, retail- 
ing and other issues. It has been char- 
acterized by the same type of perform- 
ance shown by the utilities, in general 


















DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 26'2¢ per share on 
the Common Stock, payable July 1, 
1961, to stockholders of record at the 
close of business June 8, 1961. 


D. J. WINFIELD 
Treasurer 


SERVING THE MIDDLE SOUTH 
Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 
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May 19, 1961 


Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 
































KING SIZE CIGARETTES 








DIVIDEND NOTICE 


Regular quarterly dividend of $1.75 per share on the Preferred 
Stock and regular quarterly dividend of $.55 per share on the 
outstanding Common Stock of P. Lorillard Company have been 
declared payable July 1, 1961, to stockholders of record at the 
close of business June 2, 1961. Checks will be mailed. 


G. O. DAVIES 


New York, May 17, 1961 Vice President and Treasurer 





Ferst With Lhe Fnest— Through Lorillard Rposearch 


Cigarettes 

OLD GOLD STRAIGHTS KENT NEWPORT SPRING 
Regular Regular King Size King Size 
King Size King Size Crush-Proof Box 

OLD GOLD FILTERS Crush-Proof Box EMBASSY 
King Size King Size 
Smoking Little Chewing Turkish 
T obaccos Cigars Tobaccos Cigarettes 
BRIGGS BETWEEN BEECH-NUT MURAD 
UNION LEADER THE ACTS BAGPIPE HELMAR 
FRIENDS HAVANA 
INDIA HOUSE MADISON BLOSSOM 
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outstripping the market since 1956, 
What has happened since that time is 
best shown by the table herewith which 
compares the advance in price from 
1956 to 1961 with the advance in earn. 
ings. As can be seen, the advance in the 
P/E has been fairly spectacular. Equally 
good examples could be cited and the 
obvious conclusion is that the defensive 
stocks are (a) no longer defensive and, 
(b) relatively unattractive from a price 
appreciation point of view. 

The portfolio manager who decides 
to utilize current levels for some judici- 
ous profit-taking in defensive stocks is, 
of course, faced with a problem. Should 
he sharply reduce his commitment to 
equities in anticipation of a major mar- 
ket top or should he still seek attractive 
opportunities in common stock? Based 
on the technical condition of the market 
at the present time the answer to the 
first part of the question is a rather 
emphatic “no.” There is nothing in the 
technical picture at the moment to sug- 
gest an important decline in the over- 
all level of stock prices over the next 
few months. Therefore, a reasonable 
percentage of equities in investment 
portfolios appears as justified now as it 
has been over the past six months. 

The question of where to seek bar- 
gains with industrials in general and 
the utilities selling at record high levels 
is a difficult one. However, it can be 
suggested, without going into too much 
detail, that the general area of greatest 
attraction lies in the so-called cyclical 
equities. There seems to be little doubt 
of the prospect for a fairly substantial 
business recovery. Certainly such a re- 
covery should take the level of general 
business to well above 1956 levels. 
Whether the earnings of all cyclical 
stock will recover to 1956 peaks is some- 
what more questionable, but the point 
is that they are selling at reasonable 
levels in relation to current depressed 
earnings. Ford, for example, was re- 
cently available at some 13 times its last 
12 months earnings. Major copper 
stocks, with a huge earnings rise in 


’ prospect, could be bought for 15 times 


earnings. Paper and machinery stocks 
are available at ratios from 15 to 18 
times, The list could be extended indefi- 
nitely and the multipliers, of course, be- 
come even less when any reasonable esti- 
mate of potential earning power is taken 
into consideration. Given a favorable 
stock market plan during 1961, it is 
hard to visualize the cyclical stocks not 
being in the forefront of any advance. 
AnTHONY W. TABELL 
WALSTON & CO.: INC. 
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At Security Bank, you'll find an experienced team of trust specialists, 
backed by the research facilities of Southern California's leading 
Trust Department. For assistance in all phases of trust work, you 
are invited to visit our new Headquarters at 6th and Spring, in Los 
Angeles, or to call upon one of our 11 Branch Trust Departments. 




































































Trust Department 


* SECURITY FIRST NATIONAL BANK 


Head Office — Los Angeles 
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FRB Surveys 421 Common 
Trust Funds 


Continued growth in bank-adminis- 
tered common trust funds during 1960 
is indicated in the annual survey pre- 
pared by the Federal Reserve Board 
which reports 421 funds in operation in 
44 of the 49 jurisdictions which permit 
them, with total market value at the 
year-end of $2.8 billion. These figures 
compare with those at the end of 1959, 
respectively, of 373 funds and nearly 
$2.7 billion. 

As reported in the Federal Reserve 
Bulletin for May, the net increase of 48 
funds, identical with the previous year, 
and the 8% rise in number of fiduciary 
accounts invested in these funds, to the 
impressive total of 126,000, indicate the 
“increasing awareness of the adaptabil- 
ity of these funds in handling . . . small 
fiduciary accounts at lower cost and 
with greater diversification . than 
would be possible . . . if invested separ- 
ately.” Average participation declined 
slightly from about $23,000 in 1959 to 
$22,300, without allowance for accounts 
which may be participating in more than 
one fund. 

Domestic corporate bonds took the 
largest portion of new money during the 
past year, with medium term Treasuries 
attracting some interest, although the 
latter category remained unchanged at 
7.9% of total portfolio valuation at 
market. Of the net addition of $143 
million, an estimated 65% went into 
bonds, 28% to common stocks and 5% 
in real estate loans, with the balance 
to cash principal. As was also the case 
in corporate bond additions, the utilities 
were the most favored equity group, ris- 
ing more than $50 million above 1959, 
with the other categories registering net 
percentage declines. Equities, neverthe- 
less, continue to top the list at 51.7% 
of total holdings. 

The trend toward special-purpose and 
multiple funds permits investment flexi- 
bility to fit the needs of different trusts. 
Of the 157 special funds in operation at 
the 1960 year end, 77 were invested sole- 
ly in common stocks and 80 solely in 
fixed-income securities and this group 
held total assets of $494.5 million. The 
number of banks using split-funding ar- 
rangements rose from 39 in 1959 to 62 
in the course of last year. 

Both in number of common funds 
and total dollar amounts, Pennsylvania, 
New York and Massachusetts are the 
oustanding states in order of rank. The 
survey notes a decided variation in 
equity percentages geographically, rang- 
ing from a low of 44% in the Cleveland 
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INVESTMENT HOLDINGS, PURCHASES, AND SALES OF COMMON TRuUsT FuNDs, 1960? 


{Dollar amounts in millions) 






















ee) 
Holdings, at end of 1959 Holdings, at end 
_ cn of Fann ae 
. urchases mM sal 
Type of holding ? At As and other a At As 
market percentage | acquisitions | redemptions market Percentage 
value of total value of total 
Total holdings (including principal cash)..............++- $2,666.7 100.0 $460.6 $320.3 $2,812.6 100.0 
Bonds, notes, and certificates—total.............ee000% 961.4 36.1 1.5 208.3 1,075.8 38.2 
U.S. Government—total.......0.cceeeceeeeeeeeenees 210.0 72 137.2 134.8 220.4 7.9 
Marketable, maturing— 
Within 1 year... aa .S 8 69.4 75.1 20.8 0.7 
After 1 year 158.2 $.9 67.1 43.3 185.3 6.6 
Nonmarketab 30.3 1.1 0.7 16.3 14.4 0.5 
41.8 1.6 5.0 3.2 45.4 1.6 
624.2 23.4 128.8 33.2 703.8 25.0 
143.2 5.4 23.6 16.3 153.0 5.4 
337.5 12.7 63.2 15.2 383.5 13.6 
62.4 2.3 7.1 7.4 64.3 2.3 
81.0 3.0 34.9 16.2 103.0 37 
85.4 3.2 30.5 15.1 106.3 3.8 
211.5 2.9 11.3 12.7 214.6 1.6 
100.8 3.8 6.0 4.8 103.4 3.7 
95.5 3.6 4.8 7.0 96.2 3.4 
3.6 0.1 0.1 0.3 3.3 0.1 
$.2 0.2 0.2 0.3 5.4 0.2 
6.4 0.2 0.1 0.4 6.2 0.2 
0.2 (*) (@) ©) 0.2 (*) 
Common stocks—total.............cesceereeeeeeeeeeee 1,436.6 53.9 130.0 89.1 1,453.7 $1.7 
a gRk oi iscnknncdscdrindcorvoncacaiedsen 891.9 33.4 88.6 56.1 858.0 30.5 
Public utility.... 303.9 11.4 19.4 16.8 354.7 12.6 
ailroad. . 25.8 1.0 1.7 1.3 18. 0.7 
Financial 138.0 $.2 11.7 8.7 142.8 5.1 
Trade..... 66.5 2.5 5.9 4.2 69.7 2.5 
DAA ache cain Gains ens eitenrw ame atne es aOesbn eee 10.5 0.3 2.8 2.0 10.3 0.4 
in oaks ik dtccciccsascccrcssrsnsaccesian 38.4 1.4 17.4 10.1 45.9 1.6 
DB II 6.6.56. 6 006 cccicsecdcectsccnecosesenan 0.4 (4) 0.3 0.1 0.6 (4) 
PO. 0 ccccccdcscrctccccccscccnccccnsecseoes 18.3 Cee 0 Baik cctdecsenclensccbecsccns 21.9 0.8 























1The Survey includes all common trust funds 
operated by banks and trust companies in the 
United States and administered under subsection 
(c) of Section 17 of the Board’s Regulation F. The 
reporting date for each fund is the valuation date 
falling in the fourth quarter of the calendar year. 
The reporting period of funds other than new ones 
covers 12 months. Repcrting dates in 1960 ranged 
from October 10 through December 31. For funds 
that began operating during 1960, investments are 
included in end-of-year tabulations of holdings and 
also in tabulations of purchases and sales ; the cash 
and U. S. Government nonmarketable securities 
placed with the new funds by fiduciary accounts are 
included in tabulations of net additions to principal. 

2Nonmarketable U. S. Government securities are 


valued at cost and other holdings at market value. 
Purchases are shown at cost and sales at proceeds 
realized. Conversions and exchanges of securities 
are treated as sales of securities surrendered and 
purchases of securities received. Stock rights held 
at beginning or end of reporting period are included 
in appropriate investment category at market value. 
Proceeds from sales of such rights are included in 
proceeds from sales of securities during period. 

’Mainly quasi-governmental 
issues. 

4Less than .05 of 1 per cent. 

5Less than $50,000. 


Note.—Details may not add to totals because of 
rounding. 


issues and foreign 





and Atlanta Federal Reserve districts to 
a high of 60° in the St. Louis jurisdic- 
tion. The wider use of legal common 
irust funds in other areas accounts to 
some extent for the smaller proportions 
of common stocks held. 
A A A 
Pension Fund Growing Factor 
in Mortgage Marts 
Over this decade, the demand for 
mortgage funds to finance new com- 
mercial, industrial and urban renewal 
programs will probably exceed past ex- 
perience, according to Raymond T. 
O’Keefe, vice president, Chase Manhat- 
tan Bank, New York City, speaking be- 


fore the First National Mortgage Con- ° 


ference conducted by the American 
Bankers Association in Washington in 
early May. The conventional sources of 
such major financing, namely, the in- 
surance companies, savings and loan as- 
sociations, mutual savings banks and 
commercial banks, will probably find it 
inexpedient to raise the percentage of 
mortgages held by an amount sufficient 
to fill these needs, hence corporate pen- 


‘ sion funds, and other types as well, will 


prove important factors. 


While the total of some $700 million 
mortgages held by corporate pension 
funds at the end of 1960 is only 244% 
of total assets, Mr. O’Keefe favored such 
investments at yield differentials ade- 
quate to cover acquisition and servicing 
and remarked that his institution had 
held as high as 25% of such a fund 
in mortgages under optimum circum: 
stances. Mr. O’Keefe also advocated 
origination and servicing of mortgages 
as a continuing commercial bank func- 
tion which can be both profitable and 
productive of additional business if 
properly staffed to meet the competi- 
tion of specialized mortgage companies. 

Based upon twenty years of experi- 
ence in originating and servicing mort- 
gages in his institution, Fred A. Lavery, 
senior vice president, Michigan Na- 
tional Bank, Flint, Michigan, reported 
27% of total resources currently invest- 
ed in mortgages, with its own: $150 mil- 
lion portfolio divided evenly between 
guaranteed and conventional types. In 
addition, his bank has originated, sold 
and serviced a total of above $50 million 
and its experience has been profitable 

(Continued on page 540) 
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Building an industrial region... 
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responsibilit V+ + America’s millions of consumers 
and investors form the corncrstone upon which American industry is built. 
Thus, industry assumes an important responsibility to those it serves and 
lo those who supply its capital. It is in this spirit of responsibility that the 
natural gas industry serves the nation with vital fuel energy. >In the heart 
of mid-America, Texas Gas exercises this responsibility by supplying en- 
ergy for new industry. Companies seeking the advantages of strategic loca- 
iion, adaptable labor, multiple means of transportation and abundant gas 
energy should examine the growing eight-state region served b y Texas Gas. 
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TEXAS GAS 


TRANSMISSION CORPORATION 


Offices: Owensboro, Kentucky e Houston, Texas 


SE Revi nN G “Xk EX ES = = c> Ee iw7 E F&F Fee Giow 


© 1961 TEXAS GAS TRANSMISSION CORPORATION 


Steve Can 








> 








Prorit INCENTIVE — 


Key ro More Joss 
Along with growing evidence that 


business conditions are definitely on the 
mend, although it is far too early to 
gauge the extent or timing, there has 
been some modest improvement this 
spring in the “unacceptable” level of 
unemployment which has worried the 
President and his advisers during their 
five months in office. Even assuming no 
hesitation in the rising trend various 
estimates place mid-1962 as the earliest 
date at which the number of workers 
will have increased sufficiently to ease 
appreciably the pressure in this touchy 
area. 

President Kennedy’s outline for aid 
to lebor programs to counter the prob- 
lem were presented to Congress in late 
May. How successful they will prove t» 
be and whether lasting in nature re- 
mains to be seen. Partisan politics aside, 
the truth is that the country faces a situ- 
ation which has been gradually deterior- 
ating since the last world war. The long- 
term rising trend of non-workers since 
1945 in the intervals between recessions 
is termed structural unemployment. as 
distinguished from cyclical fluctuations 
mirrored in the FRB index, and it has 
been intensified by the amazing strides 
in science which have in turn been re- 
flected in sweeping technological ad- 
vances in industry. 

At this point conflict arises between 
experts as to the nature of the malady: 
is it acute or chronic? Dr. Heller, chair- 
man of the Council of Economic Ad- 
visers, calls it cyclical while Chairman 
Martin of the Federal Reserve Board 
went on record before a Congressional 
committee three months ago to the effect 
that it is due to changes in technology, 
plant relocation and other factors which 
call for its diagnosis as structural. If 
Dr. Heller is correct, temporary meas- 
ures to bridge the gap might be at least 
partially effective; if Mr. Martin is on 
firm ground, aid to depressed areas and 
extended compensation can only be pal- 
liatives until new sources of productivity 
and income are created. While human 
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needs cannot be callously ignored, statis- 
tical evidence would appezr to support 
the view that it would be unwise to rely 
upon doles alone instead of seeking to 
remedy the most important underlying 
reasons for worker dislocation. The an- 
swer to unemployment lies in stimu- 
lating the economy to absorb the great- 
est possible number of workers cuiside 
of the hard-core of unemployables who 
will, unfortunately, remain a continuing 
sad component of the Department of 
Labor statistics. 


Washington’s approach to stemming 
the recessionary tide has thus far been 
expressed in measures which to ortho- 
dox observers heve a distinctly Alice in 
Wonderland theme, with occasional ob- 
bligatos on economy in government end 
maintenance of a sound dollar dimly 
heard against the overpowering back- 
ground music of massive spending. At a 
moment when positive steps to encour- 
age greater investment in industry are 
indicated, tax recommendations which 
promise just the reverse are offered: a 
higher minimum wage bill becomes law; 
rumblings of possible revival of the dis- 
credited public works program  con- 
cept are heard if the business upturn 
has not progressed sufficiently by 
autumn, 

The minimum wage bill as passed in 
May, for example, provides for gradual 
rises in the per hour wage to a top of 
$1.25 in 1963 and extends coverage to 
some 3.6 million additional workers. 
Despite the argument that a large part 
of those benefitted will be employed in 
services and very small businesses, the 
effect will be to add impetus to higher 
costs of these services and goods. Wage 
differentials tend to remain stratified 
and any increase at the bottom of the 
scale is eventually transmitted along the 
line. There is already some evidence 
that the initial boost to $1.15 may re- 
duce personnel in marginal situations 
and encourage greater automation, a 
force which is currently claiming con- 
siderable Administration attention as 
an alleged contributor to joblessness. 
Certainly, there would seem reason to 


fear that this bill will nullify to some 
degree the hoped-for benefits of en- 
hanced consumer purchasing power. 


The President’s tax recommendations, 
so hopefully awaited as a bold approach 
to constructive revisions in this area, 
have proved disappointing not alone to 
tax experts, but to industry and labor 
leaders, as well. What may emerge as 
law after extensive hearings is still un- 
known but, as proposed, the incentives 
to industrial expansion through a credit 
based upon new capital spending are al- 
most universally termed discrimina ory, 
over-complex and unlikely to achieve 
their objective. There is no reason to 
favor the company which increases plant 
capacity, especially when the economy 
is generally acknowledged to possess 
ample capacity in most lines, as ag:inst 
the one which takes on 
push their wares or 


more men to 
enlarge r>search 
facilities for new ;roducis. While hone- 
ful assurances for a complete overhaul- 
ing of the antiquated tax structure are 
promised for next year, wiih lower cor- 
porate and individual tax rates as a 
goal, what the business world needs now 
is immediate liberalization of the out- 
moded and _ inadequate depreciation 
policies which are handicapping indus- 
try in world market competition. 

Washington spokesmen have been 
actively selling the features of the new 
tax program in speeches around the 
country. While commentary in the press 
is generally critical of the corporate pro- 
visions, it is perhaps even more so in 
regard to the proposal to eliminate the 
$50 dividend exemption and 4% credit 
for individual stockholders and to enact 
a flat withholding of 207 against divi- 
dends and disbursements of interest 
from any source. To this department, to 
liken such withholding to that from 
salaries appears illogical. Despite allega- 
tions of tax avoidance, too, closer check- 
ing of tax returns would seem prefer- 
able to the perverse logic of discourag- 
ing capital formation by making it less 
attractive to provide more jobs which 
would swell tax revenues. 


Steadily rising costs and shrinking 
profit margins are the two chief deter- 
rents to business expansion. The first 
is due to mounting unit costs of labor, 
which also reflect in the materials com- 
ponent: the second is affected by the 
present tax structure which reduces in- 
centives through high taxation of corpo- 
rate profits at the source and again when 
distributed to stockholders and the puni- 
tive rates on personal income. Even 
though capital holders, a classi ‘cation 
which today embraces a vastly greater 
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percentage of the population than twen- 
ty-five years ago, realize that a large 
degree of social obligation has been 
legislated into the ecenomy, they can- 
not be expected to welcome the dim 
prospect of declining returns on risk 
capital. 

The record of shrinking corporate 
profitability is all too clear and it will 
be to reverse the trend to 
bring about reasonably full employment 
for today’s available working force and 
for those who will swell it in the near 
future. If Washington is to avoid an- 
other round of possibly ruinous deficit 
spending or the unpalatable alternative 
of more taxes instead of the bait hope- 
fully dangled before the citizens for 
some relief “next year,” it will have to 
come to grips with causes rather than 
effects. There has yet to be found a 
better spur to prosperity in a free econ- 
omy, with consequent broadening of the 
tax base, than stimulation of profit in- 
centives for legitimate enterprisers. 


necessary 





Southern California 


Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 208 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 


4.32% SERIES 
Dividend No. 57 
27 cents per share. 


The above dividends are pay- 
able June 30, 1961, to stock- 
holders of record June 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, June 30. 


P. C. HALE, Treasurer 


May 18, 1961 
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Ristnc INTEREST RATES 
IN PROSPECT 


The ebb and flow of capital markets 
affect all sectors of the economy but 
they have special significance for man- 
agers of security portfolios, with partic- 
ular reference to fixed-income invest- 
ments, as well as for officials charged 
with the responsibility of borrowing 
funds for capital purposes. The recently 
released study by Douglas J. M. Graham 
of Mitchell, Hutchins & Co., New York 
City, the tenth in a series dating from 
1956, foresees a gradually rising trend 
of interest rates for the balance of this 
year, with a corresponding decline in 
bond market levels. The outlook for a 
better balance between supply and de- 
mand, however, due to a large increase 
in savings, makes it likely that the rise 
will not be quite as rapid as during 
the 1959 recovery. 

Mr. Graham’s estimate of the net 
supply of funds for the entire 1961 year 
comes to $35.4 billion against capital 
demands of $38.4 billion, the latter fig- 
ure including $7.5 billion for account 
of the Treasury. Thus, apart from the 
substantial capital needs of this import- 
ant source, the supply of savings would 
adequately meet the remaining demands 
of an economy “which seems about to 
ready itself for another cyclical up- 
swing.” 

Other conclusions by the author de- 
riving from his analysis are that bond 
prices face fairly persistent and _pos- 
sibly sharp erosion over the coming 
twelve months, abetted by financing 
strains caused by budgetary deficits in 
1961-62, which could persist into the 
next year, with continuing loss of gold, 
unless a budget surplus is then indicated. 
The expected economic upswing in 
1962-63 will require more private bor- 
rowing. Profits for entire 1961 should 
be somewhat higher for most leading 
commercial banks, while savings and 
loan associations will hit new highs, 
with capture of an increasing share of 
the mortgage market. Mr. Graham 
furthermore looks for another increase 


in the “permanent” national debt ceiling. - 


INSTITUTIONAL STOCKHOLDINGS 
ON RISE 


The latest official portrait of the activ- 
ities of the New York Stock Exchange, 
namely, the sixth edition of the annual 
Fact Book, is now available to students 
of the securities markets. It presents a 
comprehensive view of Exchange func- 
tions and also brings up to date through 


_ the calendar year 1960 various statistical 


series. 


Shareownership by institutions of 
NYSE-listed stocks is shown to haye 
expanded from $9.7 billion at the 1949 
yearend to the most recent estimated 
total of $52.3 billion, the latter repre- 
senting 17% of the market valuation 
of all NYSE-listed stocks as compared 
with 12.7% in 1949, 

The compilation of estimated stock. 
holdings by institution, which does not 
include siocks held in personal trust 
accounts, breaks down as follows: 


Billions of 


dollars 
Trusteed pension funds $12.5 
Open-end investment cos. 12.3 
Closed-end investment cos. 41 
Foundations - 5.3 
Life insurance cos. | 
Non-life insurance cos. 5.8 
Educational endowments 3.0 
Common trust funds 
(trusteed) 1.4 
Mutual savings banks - 0.3 
Various non-profit groups 4,4 





| Pacific Gas and Electric 
Company 


DIVIDEND NOTICE 
COMMON STOCK 
DIVIDEND NO. 182 
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The Board of Directors on 
May I7, 1961, declared a 
cash dividend for the second 
quarter of the year of 70 
cents per share upon the 
Company's common capital 
stock. This dividend will be 
paid by check on July 15, 
1961, to common stockholders 
of record at the close of 
business on June 13, I96l. 

K. C. CHRISTENSEN, 
Vice President and Treasurer 

San Francisco, Calif. 
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YALE & TOWNE 
293rd Quarterly Dividend 
371¢ a Share 
Payable: 

July 1, 1961 


Record date: 


June 15, 1961 


Declared: 
May 25, 1961 









Elmer F. Franz 
Vice President 
and Treasurer 
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THE YALE & TOWNE src. co. 
Lock and Hardware Products since 1868 
Materials Handling Equipment since 1875 
Cash dividends paid every year since 1899 
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N OLD FAMILIAR SUBJECT SEEMS TO 
ote to need some re-examination in 
the light of modern conditions. | refer 
to the relationship between life tenant 
and remainderman in a trust with suc- 
cessive beneficiaries and its effect upon 
the portfolio of such a trust operated 
under the Prudent-Man Rule. 

The trust relationship can be de- 
scribed as a splitting up of the incidents 
of property ownership. At a very early 
time in England, the basic relative rights 
and duties of the persons holding the 
legal title, or the trustee, and the owners 
of the equitable title, the beneficiaries, 
were established. For many years the 
incidents of this split ownership have in 
general been quite clearly defined. But 
where there are successive equitable in- 
terests, in time, there has always been 
a problem of fairness in treatment be- 
tween the two; and the very nature of 
the problem indicates that there always 
will be differences of opinion between 
the successive beneficiaries as to whether 
or not they have been equally well treat- 
ed, The basic law on the subject is 
simple and for many decades firmly es- 
tablished. Professor Scott states it plain- 
ly in his work on Trusts (Par. 232) : 

Where there are two or more bene- 
ficiaries of a trust, the trustee is un- 
der a duty to deal impartially with 
them. This principle has its common- 
est application where there are suc- 
cessive beneficiaries. Where the trus- 

tee is directed to pay the income to a 

beneficiary during his life and on his 

death to pay the principal to another 
beneficiary, the interests of the two 
beneficiaries are to a certain extent 
antagonistic and the trustee is under 
a duty so to administer the trust as 


to preserve a fair balance between 
them. 


Thus (the trustee) is under a duty 
to the beneficiary entitled to the in- 
come not to purchase unproductive 
property or property which yields an 
income substantially lower than that 








From address before Fourth Southern Trust Con- 
ference, A.B.A., Jackson, Miss., May 4, 1961. 
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IRUSTEE DILEMMA — 
What to do_About Growth Stocks ? 


ROBERT R. DUNCAN 


which is normally earned by trust in- 
vestments although it may be prob- 
able that the property will appreciate 
in value. 


The rule seems fair and reasonable. 
But application of the most simple legal 
rules becomes complicated when vary- 
ing facts are introduced. When the law 
was in process of development, invest- 
ment by trustees in equities was prac- 
tically unknown. The few common 
stocks in existence were uniformly re- 
garded as improper for investment of 
trust funds, the risk taking of any sort 
was quite definitely frowned upon. The 
rate of return to be achieved by a good 
trustee was that of top-grade fixed obli- 
gations. If the remainderman received, 
in dollar value, what the trustee had in- 
ventoried when the trust was created, he 
was content. The word “growth” as as- 
sociated with investments had not yet 
achieved the almost compulsive empha- 
sis it sometimes now seems to have. Nor 
had inflation come to be accepted by so 
many as more or less a necessary com- 


_panion io “economic growth.” 
to) 


Changing Times 


Under these conditions, the law of 
strict impartiality between successive 
equitable interests was reasonably easy 
to follow. The trustee who was bound 
not to give the life tenant more income 
at the expense of the principal nor skimp 
the life tenant in order to build up the 
value of the remainder interest had 
only to keep invested in top-grade fixed 
obligations to stay within the rule. There 
was no incentive for the trustee to con- 
sider. appreciation; safety of principal 
became the overriding consideration — 
the standard by which many trustees 
governed their entire investment policy. 

The appearance of many new kinds 
of investment over the years, tremendous 
growth in the number of business corpo- 
rations, and the corresponding increase 
in common stocks available gave trus- 


President of the Trust Division, The American Bankers Association; 
Chairman of the Board, Harvard Trust Company, Cambridge, Mass. 


tees new avenues which could not be 
ignored. In 1831, the Supreme Judicial 
Court of Massachusetts laid down the 
Prudent-Man Rule in Harvard College 
vs. Amory, and trustees began to see 
the wisdom of acquiring a stake in the 
country’s future through common stocks. 

About the same time there began to 
appear more and more evidence of an 
especial tenderness for the life tenant. 
One court held that a trustee was under 
no duty to realize profits on certain tax- 
exempt bonds held in the trust although 
that course would have been most bene-° 
ficial to the remainderman. In 1941 a 
Massachusetts judge, speaking before 
the Mid-Winter Trust Conference in 
New York, went so far as to say: “I de- 
clare with emphasis the trustee should 
vary investments to meet the needs of 
the life beneficiary.” 

This tendency to favor the life tenant 
is also frequently observed in the langu- 
age of trust instruments. Perhaps the 
most common provision is permission to 
invade principal for the benefit of the 
life tenant. | think it may be generally 
said that while the rule of impartiality 
remained, the trustee was justified in 
resolving any doubtful questions in 
favor of the life tenant. As one authority 
put it, the trustee is under no duty to 
starve the life tenant so that the remain- 
derman may feast. This development 
seems.to me to be only natural. I sug- 
gest that it came about because in nor- 
mal human relationships successive gen- 
erations of lawyers and trustees have 
wrestled with the legal requirements of 
impartiality between successive benefi- 
ciaries and their own desire to see the 
life tenant get the breaks. This feeling 
is entirely understandable because trus- 
tees have all seen at first hand the real 
immediate object of the testator’s boun- 
ty struggle to eke out an existence be- 
cause the principal must be kept sacred- 
ly intact for benefit of the remainder- 
men who may never even have been 
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known to the creator. This is more true 
now than in the past because of the 
desire to escape death duties by stretch- 
ing existence of the trust. 

The parallel developments of more 
and more investment in common stocks 
and particular care for the life tenant 
went along together quite happily for 
many years. Common stocks usually pro- 
duced substantially more income for the 
life tenant than fixed obligations and 
also carried the possibility of capital im- 
provement for the remainderman. But 
changes in the economic picture and the 
technological and scientific revolution 
since the last War have put additional 
pressures upon trustees to cope with new 
and complicated problems. | refer to the 
decline in value of the dollar and the 
related problems of inflation and the 
use of so-called growth stocks. 

During the last generation we have 
seen the purchasing power of the dollar 
more than cut in half as the economy 
and the money supply have endeavored 
to sustain the changes due to social revo- 
lution. Even apart from the more or less 
specific policies responsible for the bulk 
of inflation, many economists speak 
glibly of “creeping inflation” of the or- 
der of 3% per year as if that is some- 
thing to be borne in silence and ignored 
in prosperity. Under these 


circum- 


stances, remaindermen cannot be 
blamed if they take a dim view of re- 
ceiving only the appraised value of the 
estate a generation earlier. These re- 
maindermen demand, and it seems to 
me with considerable justice, that trust 
funds should be invested so that appre- 
ciation in value will offset lessening dol- 
lar worth over the period of the trust. 
When performance of a trustee or in- 
vestment manager today is examined, he 
can no longer point proudly to the in- 
tact principal of the trust. Rather will 
he be asked his original book value and 
the averages at that time; and his suc- 
cess will be measured by the current 
market of the portfolio. It is difficult to 
quarrel with this approach under our 
present economic system, and certainly 
it is an appropriate criterion when the 
demands of the contract do not require 
any particular segregation of principal 
and income. But at times it puts a con- 
scientious trustee who is under the ne- 
cessity of impartial treatment between 
successive beneficiaries, and who really 
wishes to be especially sure that the life 
tenant gets the benefit of the doubt, in an 
almost intolerable position. 


Gain Without Speculation 


Regardless of treatment of successive 
beneficiaries, it has always been plain 








taxable dividends. 


42 WALL STREET 
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Tax-Free Dividends of 
Utility and Investment 
Companies 
For investors in the higher tax brackets, stocks 
with wholly or partially tax-free dividends 


offer higher net yields than other securities 


of similar investment standing but with fully 


Memorandum available. 


Carl M. Loeb, Rhoades & Co. 


Members New York Stock Exchange, American Stock 
Exchange and principal Commodity Exchanges 


NEW YORK 5, N. Y. 


Private Wire System to Branch Offices, Correspondents and their 
connections in gver 100 cities throughout the U.S. and Canada. 





that a trustee is not permitted to specu. 
late. That fountainhead of wisdom, 
Harvard College vs. Amory, specifically 
limited the wide discretions laid down 
by saying that investments should not 
be made by a trustee “with regard to 
speculation.” 

Let us try to analyze further the trus. 
tee problem under a trust with successive 
beneficiaries operated under the Pry. 
dent-Man Rule and consider the nature 
of some investments which remainder. 
men seem so anxious to include in the 
portfolio. How are we to reconcile the 
duty of the trustee not to speculate, to 
produce a reasonable income for the life 
tenant, and to protect the remainderman 
from erosion caused by inflation? It is 
necessary only to state the proposition 
to become aware of the seriousness of 
the trustees’ dilemma. I think it also 
plain that no one rule can be laid down 
to point the way out in all cases. 

A growth stock is one which the in- 
vestor believes will increase in value 
but the reasons for that increase are 
varied. It is in the difference between 
these reasons for listing a stock as a 
growth stock that most of the difficulty 
lies: also involved is the degree of 
growth hoped for. Over the last decade, 
good utility stocks have been an excel- 
lent example of what I might call “con- 
servative” growth stocks. Their financial 
position has been good, increase in their 
business has rested upon sound expan- 
sion in their territories, and with rea- 
sonable return in the process. 


Growth — or Glamor? 


The difficulty with growth stocks 
arises over the preoccupation of so many 
people with capital gains. When a 
“slamor” stock first begins to show 
signs of promise, it is likely to partake 
too much of speculation to justify in- 
clusion in a Prudent-Man portfolio. At 
that time, individual investors. looking 
for capital gains only, step into the pic- 
ture and send the stock skyrocketing. 
When in ordinary course the stock 
might have escaped from the category 
of speculation, its price earnings ratio 
has gone so high that the Prudent-Man 
trustee finds himself on the other horn 
of the dilemma — i.e., there is no longer 
sufficient income to satisfy the trustee's 
obligation to the life tenant. Yet, under 
these circumstances many remainder 
men continue to press for inclusion of 
such stocks in the portfolio. 

In any trust portfolio we want 4 
reasonable portion of stocks with possi- 
bility of growth. The difficulty is that 


we have become, as Bascom Torrance 
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said in 1958, “by growth obsessed.” In- 
sufficient attention has been paid to defi- 
nition of the term and to attempting to 
determine what kind of growth stocks 
js appropriate for inclusion in a Pru- 
dent-Man portfolio. The general public 
has become obsessed with the idea that 
a growth stock must be in a relatively 
new field with particular attention to 
rapid changes in technology and science. 
Attention has been focused almost en- 
tirely upon the thing being produced 
and the profit possibilities in the compe- 
titive field from marketing such a prod- 
uct when “new.” 

It seems to me time to recognize that 
we need new measures to evaluate 
growth stocks for inclusion in portfolio. 
There are many qualifications before 
any stock can qualify as a trust invest- 
ment, and hope and belief in price ad- 
vance is only one. The specific product 
and public demand, use of new scientific 
and technological processes. is another 
part of the definition. In addition we 
must find that management has the 
know-how to convert exploitation of 
product or process into net income. 
Managerial skills for our purposes are 
not ot be confined to ability to create 
new and shiny products. For trustee in- 
vestors under the Prudent-Man Rule, 
they must include also a facility to con- 
vert that ability into income dollars. 

We should admit at the outset that 
rationalization of our approach is al- 
most surely going to bar us from ac- 
quiring fantastic growth or “glamor” 
stocks in early stages of development. 
Hence, we are going to be barred from 
tremendous price appreciation which 
may accrue to the benefit of specula- 
tively minded individuals; and we must 
recognize that even the most astute in- 
dividual investors, on the record, have 
found the only way to successful parti- 
cipation is to divide the risk. He need 
pick only one or two winners out of a 
dozen to make his program pay off, but 
a Prudent-Man trustee is constantly un- 
der the necessity of staying within the 
law, which does not permit a portfolio 
to be considered as a whole nor to off- 
set a loss in one stock against a gain in 
another. 

My remarks are confined solely to a 
trustee bound to follow a rule no broad- 
er than the Prudent-Man Rule. In the 
governing instrument there may be ap- 
propriate words giving authority to the 
fiduciary to proceed beyond such 
bounds. A typical situation is the agency 
account where the difference between 
income and principal is of no import- 
ance so far as our present situation is 
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concerned. Here the fiduciary can feel 
free to make recommendations con- 
cerned entirely with antic:pated im- 
provements in market value. But in a 
true trust situation lacking special in- 
vestment powers where the trustee must 
rely on the trust law of his own state 
(which will certainly be no broader than 
the Prudent-Man Rule), how should he 


make his choice? 


Solution Lies in Rational Approach 


I suggest in such circumstances a dual 
approach: first,,he should look very 
carefully at the circumstances of the 
beneficiaries in the trust; secondly, he 
should divide growth stocks into cate- 
gories. 

On the first point, the need of the 
life tenant is of utmost importance. If 
we assume an elderly widow who needs 
income, it seems wrong to speak in terms 
of substantial income sacrifice for pos- 
sible later capital gains. It does not 
follow that the entire fund must be in- 


vested in interest-bearing securities. 
There are many stocks which produce 
reasonable income and yet have growth 
possibilities. 

Suppose a substantial trust held for 
the benefit of a widow with remainder to 
her children. There is ample income for 
the widow’s needs, and her main inter- 
est is that her children shall inherit sub- 
stantial property. A prudent trustee in 
this situation might well go a little 
further down the road of lower-income 
growth stocks than in the earlier case. 
At least in the matter of treating suc- 
cessive beneficiaries fairly he would not 
be subject to criticism. The solution of 
this question of fairness between suc- 
cessive beneficiaries requires a_ close 
analysis of the facts in each trust and a 
tailor-made investment portfolio to fit 
the situation. 

About the second point, there is al- 
most an infinite number of stocks which 
to some degree might be called growth 
issues. I hope none of us buys any stocks 














Dated June 1, 1961 


BLYTH & CO., INC. 
HARRIMAN RIPLEY & CO. 


Incorporated 
LEHMAN BROTHERS 


Incorporated 
HEMPHILL, NOYES & CO. 


LEE HIGGINSON CORPORATION 


June 7, 1961. 





This announcement is neither an offer to sell nor a solicitation of an offer to 
buy any of these Debentures. The offer is made only by the Prospectus. 


$250,000,000 


American Telephone and Telegraph 
Company 


Thirty-Seven Year 4°4% Debentures 
Interest payable June 1 and December lin New York City - 
Price 101.225 % and Accrued Interest 


Copies of the Prospectus may be obtained in any State from only such 
of the undersigned as may legally offer these Debentures in 
compliance with the securities law's of such State. 


MORGAN STANLEY & CO. 
GLORE, FORGAN & CO. 


KIDDER, PEABODY & CO. 


STONE & WEBSTER SECURITIES CORPORATION 
A. C. ALLYN AND COMPANY A. G. BECKER & CO. 


HORNBLOWER & WEEKS 


PAINE, WEBBER, JACKSON & CURTIS 


Due June 1, 1998 


GOLDMAN, SACHS & CoO, 
LAZARD FRERES & CO. 
SMITH, BARNEY & CO, 
WHITE, WELD & CO. 
DREXEL & CO. 
Incorporated 
W. E. HUTTON & CO. 
F. S. MOSELEY & CO. 


DEAN WITTER & CO. 


































KENNECOTT COPPER 
CORPORATION 


161 East 42nd Street, New York,N. Y. 


May 19, 1961 
At the meeting of the Board of 
Directors of Kennecott Copper Cor- | 
poration held today, a cash distri- 
bution of $1.25 per share was de- 
clared, payabie on June 23, 1961, 
to stockholders of record at the 
close of business on May 31, 1961. 


PAUL B. JESSUP, Secretary 











Tee eet ney mere 
















REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 

COMMON STOCK DIVIDEND NO. 108 
This is a regular quarterly 
dividend of 


27% 


PER SHARE 

Payable on Aug. 15, 1961 
to holders of record at close 
of business, July 20, 1961 


KARL SHAVER 
SECRETARY 
June 1, 1961 


THE COLUMBIA 
GAS SYSTEM, INC. 





36 
















Public Service Electric 
and Gas Company 


NEWARK.N. J. 

























QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending June 
30. 1961: 

Class of 
Stock 
Cumulative Preferred 
4.08% Series . . . . $1.02 
4.18% Series .... 1.045 
4.30% Series .... 1.075 

5.05% Series .... 1.2625 

5.28% Series 2... s 032 
$1.40 Dividend 

Preference Common . 35 
Common... -50 





Dividend 
Per Share 


All dividends are payable on or 
before June 30, 19 1 to stock- 
holders of record May 31, 1961. 


J. IRVING KIBBE 
Secretary 
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unless we think that for one reason or 
another the company has the possibility 
of growing. The issue lies in the degree 
of growth. Unfortunately, in recent 
years there has been some tendency to 
confuse growth with glamor, to import 
into the meaning of the word some con- 
tent of “mushroom” growth, of new and 
violently active exploitation of new 
technological and_ scientific —break- 
throughs in the years since the war. But 
that is not the only kind of growth. 

There is an extensive middle ground 
with vigorous growth elements where 
management has already found the 
skills to conduct a reasonably profitable 
enterprise while growth is occurring. 
Many utility stocks, unglamorous though 
they may be, are a shining example. I 
doubt that any of you will find another 
group of common stocks, eligible for 
Prudent-Man Rule investment, which 
has grown more over the last decade in 
market value than the utilities. You may 
have seen the quip of the chap who 
said he’d stuck by A.T.&T. because it 
seemed to him that come depression — 
come boom — the amount of yackety- 
yak seemed constantly on the increase. 

Then there are the stocks of compa- 
nies which have become firmly estab- 
lished on a profitable basis but whose 
managements have been constantly ven- 
turing in the new fields that scientists 
and technologists are pulling out of the 
hat every day. I’m not talking only 
about old-line blue-chip stocks, although 
I certainly wouldn’t sell them short in 
this connection. Other and smaller com- 
panies have been able to do pretty well 
for themselves dollar-wise and at the 
same time have found funds to conduct 
their own R & D program. 

In summary, I would say that the 
Prudent-Man trustee must view the 
whole spectrum of common - stocks 
through glasses which have no rosy tint 
of speculation. He must know the needs 
of his beneficiaries, and in the light of 
those needs he must decide upon an in- 
vestment program which will stand the 


test of impartiality if it be questioned. 


He must nevertheless acquire in his 
portfolio stocks which have the reason- 
able expectation of increasing in value 
while they continue to provide a living 
for the income beneficiaries. 


A 2 & 


e Number of unemployed in April de- 
clined by some 500,000 from March but 
was still 1.3 million above that of April 
1960, according to Bureau of Labor 
Statistics. The civilian labor force, how- 
ever, was 900,000 larger in April 1961 
than one year earlier. 














TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


May 15, 1961 


A quarterly dividend of 
thirty-five (35¢) cents per 
share was declared payable 
June 23, 1961, to stockhold- 
ers of record at the close of 
business June 8, 1961. 


Joun G. GreenBurGH, 
61 Broadway Treasurer 
New York 6, N. Y. 




















INTERNATIONAL 
SHOE 
| COMPANY 


St. Louis 


2015" 
CONSECUTIVE DIVIDEND 


Common Stock 


A quarterly dividend of 45¢ per 
share payable on July 1, 1961 
to stockholders of record at the 
close of business June 12, 
1961, was declared by the 
Board of Directors. 

ROBERT O. MONNIG 


Vice-President and Treasurer 


June 2, 1961 











400th Dividend 


Pullman 
Incorporated 


95th Consecutive Year of 
Quarterly Cash Dividends 





A quarterly dividend of fifty 
cents (50¢) per share will 
be paid on June 14, 1961, 
to stockholders of record 
June 1, 1961. 

WILBUR E. WOLFE 


Vice President & Secretary 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 
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IF YOU MISSED 
THIS IMPORTAN 
MEETING... 


here is a summary of the 1961 
Standard Oil Company <Indiana> 
shareholders’ meeting and a 

report on first quarter activities 


First quarter consolidated net earnings for Standard Oil 
Company (Indiana) totaled $43,820,000, an increase of 38% 
over 1960 first quarter earnings of $31,689,000. That was the 
highlight of President John E. Swearingen’s remarks to share- 
holders at the Company’s annual meeting, held May 4 in 
Whiting, Indiana. 

Mr. Swearingen told shareholders that earnings per share 
were $1.23 for the first quarter of 1961, as against 89¢ last 
year, reflecting increased crude oil production, a larger volume 
of product sales, better average product prices and continued 
reductions in costs. He added a word of caution, however, 
about predicting the whole year of 1961 on first quarter results. 
He said, however, that it would be reasonable to anticipate 
better 1961 earnings than those for 1960 “unless there are 
major setbacks not now foreseen.” 


Production. Mr. Swearingen said that production of crude oil 
and natural gas liquids in the first quarter of 1961 averaged 
344,000 barrels a day, up nine per cent over a year ago. 
Production increases in Canada and Argentina more than 
offset decreases in the U. S., resulting from prorationing. In 
Iran, some oil has been found in two wildcat wells in the 
Persian Gulf, but not in commercial quantities. Both wells 
are being abandoned, but the exploration program will be 


continued with the start of two new wildcats on our four- 
million-acre offshore tract. 

During the first quarter of 1961 Pan American Petroleum 
Corporation, the Company’s production subsidiary, made a 
joint bid with Tidewater Oil Company to purchase the 
properties of Honolulu Oil Corporation. Purchase agreements, 
which are subject to approval by Honolulu stockholders and 
to the issuance of tax rulings, have been signed. 

Mr. Swearingen added that more than half of the Company’s 
capital expenditures, and over 60% of total capital and explo- 
ratory expenditures, would be devoted to exploration and 
production activities in 1961. 

Natural gas sales in the first quarter were about even with 
a year ago. Mr. Swearingen said. Crude runs to refineries 
averaged 681,000 barrels a day in the first quarter, compared 
with 616,000 barrels a day in 1960, when operations at the 
Company’s Texas City and Sugar Creek refineries were 
affected by strikes. 


Marketing. Refined product sales in the first quarter of this 
year averaged 718,000 barrels a day, an increase of 1.3% over 
1960's first quarter. Mr. Swearingen also said that dollar 
volume of chemical sales increased 11% over the 1960 period. 

Mr. Swearingen briefly reviewed for stockholders the 
accelerated development of the Company’s nation-wide 
marketing subsidiary, American Oil Company, since its 
reorganization at the end of 1960. “The greatest advertising 
and sales promotion campaign in the history of our Company 
is now getting under way.” he said. “This year American Oil 
will seek to top a record set last year for the highest volume of 
sales in our history.” 


Other Business. Stockholders of the Company re-elected all 
twelve members of the Board of Directors. 

Two proposals presented by stockholders were rejected by 
substantial margins. One requested that the post-meeting 
report contain a summary of the discussion of shareholder 
questions of importance and the vote on all proposals. A 
second proposed that stockholder balloting be reported by 
number of stockholders, as well as by number of shares. 
Management's position was that stockholders are, and will 
continue to be, adequately informed. 

In answer to questions, Company spokesmen reported: 
1—Both the parent company and its subsidiaries had adopted 
written policies, defining conflicts of interest. Members of 
management at all levels have reported that their personal 
interests are not in conflict with the Company’s. 


2—The Company had carefully investigated methods of pro- 
tecting foreign investments. With regard to insurance with the 
International Cooperation Administration, offering protection 
against losses arising from expropriation, war and convertibility 
of currency in foreign countries, the Company has concluded 
that. in cases examined to date, the coverage did not justify 
the cost. 

In a concluding statement, Mr. Swearingen said, “We have 
reasons for optimism in our outlook for the year 1961. The 
business recession seems definitely to have ended, and we look 
for a decided improvement in the general economy in the 
second half. Domestic demand for petroleum products this 
year should be from 2 to 3 per cent higher than fast year, and 
foreign demand should be some 6 to 7 per cent higher.” 


Directory of Standard Oil Company ¢ Indiana) Major Subsidiaries 


AMERICAN OIL COMPANY, headquartered in Chicago, manufactures, transports, 
and sells petroleum products in the United States. It markets through its Standard 
Oil division in 15 Midwest states. 

AMOCO CHEMICALS CORPORATION, Chicago, manufactures and 
chemicals from petroleum here and abroad. 

AMOCO TRADING CORPORATION, New York City, buys, sells, and trades 
crude oil and products abroad. 

INDIANA OIL PURCHASING COMPANY, Tulsa, buys, sells, and trades crude 
oil and natural gas liquids in the United States. 

PAN AMERICAN PETROLEUM CORPORATION, Tulsa, finds and produces 
crude oil and natural gas in the United States and Canada. Its subsidiary, Pan 
American International Oil Corporation, New York City, engages in oil exploration 
and developmem outside of North America. 

SERVICE PIPE LINE COMPANY, Tulsa, transports crude oil for our refineries 
and for others. 

TULOMA GAS PRODUCTS COMPANY, Tulsa, markets liquefied petroleum gas, 


natural gasoline, and related products. 


markets 


STANDARD OIL COMPANY (inniana), 910 S. MICHIGAN, CHICAGO 80, ILLINOIS 
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N THE REALM OF ECONOMIC PROPH- 
I ecy, Mr. Kennedy initially proved no 
more sagacious a reader of the crystal 
ball than some of his illustrious prede- 
cessors. In his state of the union message 
on January 30th — (on the eve of the 
bottoming out of the recession the very 
next month) — the President and chief 
architect for the “New Frontier” pushed 
the panic button, saying that “the 
present state of the economy is dis- 
turbing.” 

It will be recalled that the usually 
discreet Calvin Coolidge, auihor of the 
wise remark “nobody ever listened him- 
self out of a job” stepped out of charac- 
ter at a White House conference some 
months before the October 1929 Wall 
Street panic. Asked whether he deemed 
brokers loans too high, Mr. Coolidge 
replied in the negative. The question 
pertaining to the risks of speculation 
should have been avoided. Likewise, his 
successor, Herbert C. Hoover, in the 
1928 campaign was unfortunate in tim- 
ing his economic prognostications. Two 
cars in each garage and two chickens in 
the pot seemed a poor guess during the 
°30s, but two decades later the predic- 
tion of an upsurge in living standards 
was dramatically fulfilled. 


In the halcyon days of the New Deal, 
‘FDR’ experimented with government by 
crisis. Once in a mood of self analysis 
and self criticism, Mr. Roosevelt an- 
nounced at a press conference that he 
was going to give business “a breathing 
spell.” 

The argument is sometimes made that 
President Kennedy was motivated by 
a desire to pressure Congress to pass 
his inflation-breeding, social ameliora- 
tion program. 

With survival at stake and with new 
and tougher industrial competition from 
free nations in Europe and Asia, it is 
especially unpropitious for the govern- 
ment to put roadblocks in the way of 


commerce. Business bating is incon- 


sistent with the Kennedy promise to - 


quicken the tempo of national economic 
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ECONOMIC TIDES BENEATH THE MARKET .... 


MERRYLE STANLEY 


RESURGENCE IN THE ’60S 


growth. Even the onslaught on “ex- 
pense account” money (unless extrava- 
gant) seems ill timed. Entertainment is 
a string to merchandising bow and to 
help absorb the unemployed there is 
need of more selling effort, not less. 

The national interest calls for intelli- 
gent cooperation among management, 
unions and government to avoid pricing 
ourselves out of more markets. This in- 
cludes objective thinking about ways to 
relieve the American cost sheet of wastes 
imposed from the outside by govern- 
ment, by unions, and by popular eco- 
nomic ignorance. 

In the widespread forecasts of boom 
in the ’60s, too much stress was laid 
earlier on the population explosion and 
on the inevitability of growth based on 
research. One of the early challenges 
to this ‘delusion’ was an editorial in 
this magazine in January 1960. 


A New Economic Chapter 


It could well be that the foundation 
for accelerated deferred economic ex- 
pansion is even now being laid. 

Certainly it is increasingly clear that 
the post-war chapter has closed and a 
new one is opening up. The easy pros- 
perity which ended some four years ago 
is definitely behind us. In abnormal 
phase, a carryover of war-bred short- 
ages made business primarily a process 
of filling accumulated orders. There 
were non-recurring, temporary influ- 
ences making for boom conditions — 
pent up demand, high liquidity and a 
low ratio of indebtedness to individual 


and corporate resources, and the fact: 


that it took years for our bombed-out 
competitors to rehabilitate themselves 
after the war damage. Now our foreign 
competitors have machinery and plants 
often more modern than our own, and 
are emulating American techniques of 
mass production and wider domestic 
markets through such devices as the 
Common Market and the Outer Seven. 
Temporarily American productive fa- 
cilities are abundant in relation to de- 
mand, which is dependent on replace- 





RUKEYSER 


— HOW SOON? 


ment needs and on the requirements of 
new family formations. As Martin R, 
Gainsbrugh, chief economist of | the 
National Industrial Conference Board, 
summed up the longer term outlook 
“these changes represent (in the U.S.A.) 
normal adjustments to the disappearance 
of the postwar environment and are 
gradually preparing the way for vigor- 
ous normal growth ahead.” 

Similarly, in trying to put a time 
schedule on the resurgence of a quick- 
ened forward movement in the national 
economy, economist Lionel D. Edie 
made a sophisticated analysis of the 
bearing of the population explosion on 
business and financial prospects. Dr. 
Edie’s studies indicate that the big 
growth will come in the Mid-Sixties, not 
at the beginning of the decade. 

Until 1964 or thereabouts, the Edie 
study finds too much of the population 
increment in the relatively impecuni- 
ous age group — 18 to 24. Meanwhile, 
the more economically effective age 
group, 25-34 year olds, is static or de- 
clining, and will not show an increase 
until around 1964 or after. This latter 
group accounts for an average family 
income of 50%-60% higher than that 
of the earlier age group, which is less 
able to pay for durable consumer goods, 
such as automobiles, homes and appli- 
ances. The Edie survey presages great 
potentials for rapid economic expansion 
in the United States between 1964 and 
1975. 

Incidentally, an objective appraisal 
of relative growth factors, industry by 
industry, and in various regions of the 
country lend little support to the theory 
that the rate of growth depends on which 
party or. personality heads the Federal 
Government. Analytical students are al- 
ready worrying over the fact that when, 
subject to the customary time lag, the 
new anti-recession projects of the ad- 
ministration flow into the income stream, 
the national economy will be in the re- 
covery phase and the artificial stimu- 
lants, including deficit financing, will 
bring new inflationary pressures. 
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New Trends in the Soviet 


In love and economic affairs, timing 
js extremely important. Nikita S. Khrush- 
chev in 1961 is sponsoring an ideological 
doctrine which led to the ouster of 
Georgi M. Malenkov as Premier eight 
years ago. Khrushchev is now plumping 
for a relative increase in the emphasis 
on the production of soft (consumer) 
goods in the Soviet Union. A similar 
doctrinal view by former Premier 
Malenkov led to his undoing when he 
proposed that consumer goods receive a 
higher priority than Stalin assigned to 
them. 

The new party line is that the Soviet 
can now afford to go forward at the 
same time on both fronts — consumer 
and production (including military and 
other heavy goods) items. The change 
is not entirely statistical. With the wider 
diffusion of educational opportunities, 
there is apparently growing interroga- 
tion as to why improved productivity in 
Russia is not shared with the people. In 
the global competition for men’s minds 
and hearts, the Soviet idea is obviously 
handicapped by perpetuation of exceed- 
ingly low popular living standards in 
Russia, commonly said to be about one 
third of ours and little higher than 
those which prevailed here in 1890. 
Mrs. Janet G. Chapman’s studies for the 
Rand Corporation — which gathers data 
for the U. S. Air Force — puts the 
Soviet per capita standard of living at 
$480, compared with $1,423 in the 
United States (in terms of 1954 dollars) 
and estimates the per capita Soviet gross 
real wage of non-farm workers in 1958 
at $930, compared with $4,138 in the 
United States. 

Mrs. Chapman found that in all ma- 
terial things, save doctors, the United 
States exceeded the Soviet living pat- 
tern manyfold. This was dramatized 
during Khrushchev’s first visit to the 
United States when he raided the super- 
markets and department stores of com- 
fort and luxury goods to take home. 

This situation is further illustrated in 
the new gesture of the Soviet Union to 
get cross licensing of patents from 
American companies. Heretofore, the 
Soviet Union simply stole commercial 
secrets and openly ignored property 
rights of foreigners in copyrights and 
patents. Our explanation is that they 
want the “know-how” of Americans as 
well as the bare sketches. They have in- 
vited an American company, dealing in 
patent rights, to come over and work 
out a clearing-house arrangement for 
sharing Russian and American tech- 
niques. It is hazardous to accept Soviet 
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zig-zags as permanent changes in policy. 
However, the new emphasis is doubtless 
a reaction to popular pressures. 

Nicolai Lenin learned early that the 
pure Communist philosophy of “to each 
according to his need and from each ac- 
cording to his ability” was deadly to 
productivity. He found that under such 
circumstances few wanted the tough and 
responsible jobs. Accordingly, under the 
program of the successive five year 
plans, Lenin initiated a deviation from 
pure Communism and a trend toward 
incentives. Later the Soviet Union in- 
stalled piece rates and emphasized in- 
come differentials for managerial posts. 

But in the long run the typical worker 


wants to sense incentives in terms of 
more and better things in exchange for 
a week’s work. The Bolsheviks’ first 
alibi was that Russia had been econom- 
ically backward under the Czars and 
needed to put an abnormaily large ratio 
of total output into machines suitable 
for accelerating future production. 
After long years, the Stalinists supple- 
mented this alibi with whipping boys. 
Adolf Hitler was a useful symbol, and 
gave credence to the Soviet argument 
that it was threatened with encirclement 
and thus needed to sacrifice consumer 
goods for military supplies to assure 
national survival. The record shows that 


without $11 billion in U.S. Lease-Lend 
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and the military second fronts in West- 
ern Europe, the Soviet experiment would 
have gone down the drain. 

Hardly had the victory been won and 
Hitler eliminated, before the Stalinists 
sought out a new symbolic alibi for in- 
ability to achieve higher standards of 
living. With no respect for truth or 
gratitude toward her wartime savior, the 
Soviet Union cast the United States in 
the villain’s role. This newly manufac- 
tured “emergency” was used to make it 
appear downright unpatriotic for Rus- 
sians to ask for more and better things. 

Khrushchev has opened up a hazard- 
ous subject. If he gives no token im- 
provements, little will be accomplished 
in satisfying growing internal pressures. 
On the other hand, if the Soviet Union 
should move up to the civilized stand- 
ards of Western Europe and the United 
States in division of production with 
consumers, then the true nature of the 
burden of the Soviet military program 
on the Russian economy will become 
crystal clear. Up to now, it has been 
largely hidden by the monolithic scheme 
to freeze popular living standards, and 
confiscate most of the fruits of industrial 
technology for military and related pur- 
poses. 

It is naive to assume that, in a 
manipulated police state, new policies 
will be tested objectively. As illustra- 
tion, Eugen S. Varga, the Soviet’s top 
economist, was liquidated in 1948 for 
scientific analysis and forecasting which 
deviated from the party line. At the end 
of the war he had accepted an assign- 
ment on capitalist economies and their 
post-war economic outlook. 


The Varga book has not been re- 
leased, but through indirect Soviet 
sources it appeared he argued that there 
is no necessary conflict between the 
economic interests of the Soviet Union 
and American and British capitalism in 
the first post-war decade. He predicted 
that basic weaknesses in capitalism 
would not assert themselves before the 
decade after 1955. 

Just the other day the president of 
the Soviet Academy of Sciences — Alex- 
ander Nesmeyanov — was relieved of 
his post, supposedly for delay in trans- 
lating laboratory discoveries into “prac- 
tical” uses, and lack of interest in poli- 
tics. It is a sign of weakness when such 
an eminent economist and scientist must 
bend knee to the dogmas of politicians 
and should be a lesson to us. 


By i 
Natural Lands Trust Set Up 


At a time when an exploding popu- 
lation and rising land values put the 
squeeze on the availability of natural 
land it is rather pertinent that a trust 
fund should be established for the ex- 
press purpose of preserving such land. 

The idea originated with Allston 
Jenkins, president of Philadelphia Con- 
servationalists, Inc. The purpose of the 
“Natural Lands Trust” is to provide a 
centralized organization to facilitate and 
attract the donation of natural land for 
perpetual preservation, or money with 
which natural land may be acquired and 
maintained. 

Girard Trust Corn Exchange Bank 
was elected as trustee and is responsible 
for the investment of the assets of the 
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trust and all additions made to it by 
gift or bequest. The bank will pay the 
income from the Natural Lands Trust to 
the Natural Lands Trust, Inc. The lat. 
ter, managed by a board of directors 
of dedicated persons in the conservation 
field, will hold title to natural lands ae. 
quired by donation or purchase. And it 
will be responsible for the management 
of such lands. 

When so recemmended by the direc. 
tors, the trustee may turn over restricted 
amounts of the principal to be used by 
the corporation for buying land. A max. 
imum of one-third of the original value 
of all monetary donations may be turned 
over to the corporation for acquisition, 
the remainder to be used for main. 
tenance. 

The perpetual trust will acquire and 
maintain natural woods, fields, streams, 
marshes, seashore and other areas. These 
areas will be preserved for public en- 
joyment, for their environmental value 
and for the protection of wildlife. 

Counsel for Girard says that gifts and 
bequests of cash, securities, or land to 
the Natural Lands Trust, Inc., are de- 
ductible for Federal income and estate 
tax purposes. In most states bequests 
would also be free of inheritance tax. 

Local, state and federal government 
will continue to be prime movers in 
preservation of open land for public 
use. But private funds can seek out, in 
the words of Mr. Jenkins, “the truly 
beautiful areas, the truly wild, the truly 
peaceful.” 

A A A 
MORTGAGE MART 


(Continued from page 528) 


and a service to the community, as well. 

John J. Redfield of Cadwalader, Wick- 
ersham and Taft, New York City. told 
those in attendance that pension retire- 
ment funds were probably less likely to 
invest on an advance commitments basis 
than other loaning entities because they 
enjoy great latitude in selection of in- 
vestment media and have less need of 
forward planning. As record keeping 
and accompanying details have become 


‘more simplified, managers of large pen- 


sion funds are growing more accustomed 
to placing mortgages in portfolio when 
relative net yields are competitive. 

Mr. Redfield reported that some pen- 
sion fund managers in New York find 
commercial bank mortgage offerings un- 
realistically priced and he predicted that 
the future trend might be toward greater 
cooperation between mortgage compa- 
nies and financial institutions in build- 
ing mortgage inventories for immediate 
delivery to pension buyers. 
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Work starts on 1400 mile pipe line to 
bring much-needed Canadian natural gas to 
Northern California. Project is scheduled 
for completion by the end of 1961. 
California section of the line 
is estimated to cost $58,000,000. 
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Excerpts: 


The year 1960 was one of the most eventful 
in the Company’s history. 

New highs were established for sales of 
gas and electricity, operating revenues, and 
net earnings. The rate of customer growth 
fell only slightly below that of the previous 
year. For the second successive year our 
sales of electricity exceeded those of any 
other operating electric utility in the 
country. 

Net earnings for the common stock 
established a new high, equivalent to $4.14 
a share compared with $3.70 in the previ- 
ous year. Part of this improvement re- 
sulted from colder weather in 1960 which 
substantially increased the demand for 
space heating. There was no change in the 
number of common shares outstanding. 

Fe] fe] fe) 

In a year filled with a number of im- 
portant developments, perhaps the most 
notable was the receipt in August of the 
last governmental authorization required 
for construction of the Alberta-California 
project. This 1,400-mile, $300 million natu- 
ral gas pipeline is expected to be completed 
in late 1961. Construction began in October, 
climaxing a four-year effort by the Com- 
pany to obtain access to the natural gas 
reserves of Western Canada. The successful 
outcome is of great significance to the future 
growth of the California economy and to 
the long-range outlook for the Company. 


Construction expenditures amounted to 
$173 million in 1960. These are expected to 
rise to approximately $230 million in 1961. 
The major portion of the increase will be 
attributable to expenditures for the Cali- 
fornia section of the Alberta-California 
project. 

3) ie) fe 


Once predominantly hydro in its electric 
resources, the Company now relies princi- 
pally on thermal sources of power. In the 
past year we placed in operation or com- 
menced construction on three different 
types of thermal generating facilities. At 
Pittsburg Power Plant we completed a 
330,000-kilowatt conventional steam unit 
which is twice the size of the largest units 
previously installed on our system. Like 
three of similar size that are under con- 
struction, this unit uses either oil or natu- 
ral gas for fuel. 

The Geysers Power Plant, which we also 
placed in operation in 1960, is America’s 
first electric power generating station uti- 
lizing natural steam from the earth. Al- 
though not of major size, it has attracted 
considerable attention as a possible fore- 
runner of other similar plants. 

Nuclear energy holds much promise as a 
future economic source of electric power. 
The Company has been extremely active 
in this field since 1951. Late in 1960 we 
received final approval from the Atomic 
Energy Commission to construct a 60,000- 
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kilowatt nuclear unit at our steam plant 
near Eureka. Construction of this unit is 
now under way, to be completed in 1962. 
The power produced is expected to be- 
come competitive in cost with power from 
conventional sources in the Eureka area 
after about three years’ operation. We are 
continuing our studies looking to the con- 
struction of a large-scale nuclear plant in 
the San Francisco Bay area. 

Although relying increasingly on thermal 
power, we are continuing to construct 
hydro facilities. Additions to our hydro- 
electric generating capacity under con- 
struction include a 42,000-kilowatt plant 
on the Kings River which will be completed 
in 1962, and replacement of the old DeSabla 
and Stanislaus Powerhouses with modern 
plants which will increase their capacity by 
47,500 kilowatts. 


4 4 


The change in our National Administra- 
tion which occurred on January 20 is of 
great importance to all Americans. Un- 
doubtedly the new Administration’s major 
efforts must be directed toward maintain- 
ing our country’s position of world leader- 
ship and toward keeping us militarily 
strong as a deterrent to potential aggres- 
sors. Neither of these objectives can be 
assured, however, unless we maintain a 
strong economy at home. Essential to a 
strong domestic economy is a progressive 
and financially strong utility industry. 


Paces Ufa 


Chairman of the Board 


President 


PACIFIC GAS and ELECTRIC COMPANY 


245 MARKET STREET, SAN FRANCISCO 6, CALIFORNIA 


For added information on this essential company write K. C. Christensen, Vice President and Treasurer, 245 Market St., San Francisco 6, for P. G. & E’s 1960 Annual Report. 
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FUTURE OF REAL ESTATE INVESTMENT 
TRUSTS HINGES ON ABLE 


MANAGEMEMENT 


KURT F. FLEXNER 


Director Mortgage Finance Committee, American Bankers Association 


MENDMENT OF THE INTERNAL REVE- 

nue Code which put, from a tax 
point of view, real estate investment 
trusts on a par with more familiar types 
of investment funds may prove to be 
one of the really significant innovations 
in mortgage finance in recent years. 
These real estate investment funds may 
well become an important pool of sav- 
ings for mortgage investments. | regard 
these new trusts not as clever financial 
devices but rather as symptomatic of 
changes in our savings structure. In 
dealing with a new enterprise, basic re- 
search is required and many legal and 
financial problems to be solved are go- 
ing to become quite important as we 
reach a balance and maturity of finan- 
cial security and risk. 

Traditionally, savings, apart from 
corporate time deposits, were accumu- 
lated not so much for investment pur- 
poses as for emergencies and future 
needs. Two developments have had a 
very important impact on savings mo- 
tives. On the one hand, many emergen- 
cies and future needs for which people 
saved in banks and other financial insti- 
tutions are now taken care of by the 


various levels of government — as in 
social security — or by employers — 
as in employee benefit plans — and 


unions. People still have motives for 
saving in bank deposits or savings and 
loan associations since possible emer- 
gencies and many potential future needs 
remain which the individual must still 
prepare for either wholly or in part. 
Nevertheless, the relatively great sense 
of security which the average American 
feels is having an impact on savings 
habits. 

Another factor behind today’s chang- 
ing savings structure lies in the relative- 
ly high standard of living. A growing 
number of families feel secure enough 
to use some savings in riskier invest- 
ments than the savings account exemp- 
lifies. More people are interested in hav- 
ing a stake in the nation’s growth and 
corporate profits. The mutual invest- 
ment fund that has grown so rapidly in 
recent years is a case in point. Real es- 


Summary of address before fourth Southern 
Trust Conference, Jackson, Miss., May 5, 1961. 
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tate investment trusts enjoying conduit 
tax treatment may well become another. 

Is this a gadget or a respectable ave- 
nue for trustees? Their present attitude 
is one of caution because capability of 
those who supervise the properties un- 
derlying the stock is a key factor as is 
the ability of those who manage a busi- 
ness. 

These trusts being of such recent ori- 
gin naturally leave many important 
questions unanswered. Banks and trust 
officers whose interest has been aroused 
should carefully analyze these problems 
before commiting themselves to such in- 
vestments. The extent of S.E.C. jurisdic- 
tion over the operations of real estate 
investment trusts is still not quite clear. 
Who will be responsible for making cer- 
tain that the collateral behind the stock 
issued by these trusts will not be over- 
valued? At present, the S.E.C. is not or- 
ganized to assume this responsibility on 
an adequate basis. Nor can reliance be 
placed entirely upon state banking de- 
partments if such securities are to be 
widely circulated, and the properties 
widely varied by type and location. This 
is by no means an insurmountable prob- 
lem, but it is one that needs to be faced 
squarely. The quality of mortgages has 
improved so greatly that they have be- 
come an acceptable investment for even 
the most prudent investors. Another 
problem, at least to some extent, is that 
regulations of the Internal Revenue 
Service which determine eligibility of 
real estate investment trusts for conduit 
tax treatment must be clearly understood 
or obvious difficulties could arise. 

Another consideration is the profit- 
ability of such trusts. The yield will 
be linked, to a large extent, to earnings 
of the mortgage on which they are 
based. In order for such yields to be 
competitive with other forms of com- 
parable risk investments, management 
cost will have to be kept very low and 
many charges and fees available to other 
forms of mortgage investors may not 
be possible. 

Use of a pooled fund gives a diversi- 
fication to property of the trust and sug- 
gests that banks themselves may want 
to set up a Common Trust fund for buy- 





ing a number of such trusts and spread- 
ing the risk. In 5 years or so this will 
probably turn out to be a sound and 
productive investment, again given good 
management and supervision. 

FHA insured mortgage experience js 
proof of their being a solid form of 
credit and many observers have ex. 
pressed the opinion that only 4 of the 
2% reserve is necessary. For one thing, 
job security has improved — 7% top 
unemployed recently versus 30-40% in 
1930’s depression. And credit-worthiness 
of average citizen is at new highs, 

In the last analysis, the success of 
these trusts judged by their contribu. 
tions to mortgage lending and housing 
will depend on sound supervision, and 
ability and integrity on the part of man. 
agement. These trusts are to be man. 
aged by trustees with powers of decision 
plus an advisory board of well-known 
people. 

Mortgage brokers and _ mortgage 
bankers will probably be the most active 
organizers of real estate trusts. At pres- 
ent not too many bankers or trust off- 
cers will commit themselves on future 
plans in regard to these trusts. It is my 
feeling, however, that if they have any 
merit at all, and in my opinion they do 
if well-managed and_ well-supervised, 
banks and trust departments need not be 
meek in approaching the problem. This 
does not mean that they should not be 
cautious until they have gained experi- 
ence, but it does mean that they should 
employ the right approach from the out- 
set. A bank may, for example, make 
real estate investments on a Conimon 
Trust basis, allocating this pool among 
its entire trust portfolio. In this manner 
it has complete control over the opera- 
tions of the real estate trust and keeps 
expenses to a minimum, with larger net 
to the trustees. The other possibility is 
to buy real estate investment trust stock 
from outside trusts for distribution with- 
in the trust portfolio. 

It seems to me that the principle em- 
bodied in these real estate investment 
trusts is a sound one, but its develop- 
ment will depend in large measure on 


‘the strides made in putting it on a 


sound and profitable basis, which it 
promises to be under triple protection 
of government supervision, selection of 
good management and diversification in 
the investment portfolio. 


A AA 


e The Federal Reserve System has, since 
its policy announcement on February 20, 
absorbed a total.of approximately $2 bil- 
lion of Treasury issues maturing beyond 
one year. 
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(uk New Wortp Position 


of Economic and Political Responsibility 


G. H. KING, Jr. 


Board of Governors, Federal Reserve System, Washington, D. C. 


ANY DECISIONS ARE MADE IN WASH- 
M ington, but the thinking that pro- 
duces such decisions is going on all over 
America before it reaches Washington. 
The Federal Reserve and trust officers 
have a common ground of interest: our 
job could be described as joint trustee 
(with Congress) of the “integrity” of 
the dollar, while your job is as trustee 
of those dollars. 

Funds you administer are the result 
of saving by someone who had confi- 
dence in the future purchasing power 
of the dollar. If we should forsee a time 
when this type of individual doubts the 


future of the dollar, the incentive to . 


save is diminished and we could norm- 
ally expect a decline in flow of funds 
to trusts. Such a decrease in flow of 
savings would impair the ability of the 
economy to create enough new job op- 
portunities. 

Your expectations of the future sta- 
bility of the dollar obviously affect your 
investing decisions as between equity 
and fixed-income securities. Your deci- 
sions as to the use of trust funds affect 
economic growth and also employment 
opportunities which we know are needed 
in increasing numbers. The number of 
youngsters reaching age 18 will jump 
about 50 per cent by the middle of this 
decade. Thus, the way you administer 
trust funds has an effect on long-range 
problems, as do our actions in the field 
of monetary policy; but, just as mone- 
tary policy alone cannot solve these 
problems, neither can your work alone 
solve them. Others with a responsibility 
to make a contribution must face these 
same problems if they are to be solved 
or minimized. 


International Reserve Bankers 


A related question keeps coming back 
again and again: How will our country 
respond to its new position in the world? 

say new position because in recent 
years our nation has developed the habit 
of sending more of our funds abroad 
than we take in from the rest of the 


cc 


From address at Fourth Southern Trust Confer- 
ence, Jackson, Miss., May 4, 1961. 


June 1961 


world. This is partly a result of our 
assistance to foreign nations in the de- 
velopment of their economies subsequent 
to World War II. We have helped them 
become productive and prosperous be- 
cause weak allies are almost as bad as 
none. But now that our allies in the 
cause of freedom and competitive enter- 
prise are strong, our competitive posi- 
tion in world trade is challenged by 
these same allies. Statements are made 
that we have “priced ourselves out of 
the market.” While this is true in regard 
to some items, we still run a substantial 
trade surplus in our international bal- 
ances. Other commitments which Con- 
gress has believed necessary as part of 
our role in world leadership produce 
the deficit. 

Speculators have been challenging our 
position as reserve banker to the free 
world. This threat to our power and 
prestige has abated at the present time. 
Perhaps a wiser appraisal would be to 
say that this threat has merely been 
postponed. But, do we dare take un- 
necessary chances? Fate, the sculptor, is 
working hard now to create a new and 
great profile in courage: indeed, the 
fate of the great American vision of 
freedom might hinge on the courage of 
one man. 

There are two courses of action. 
Either we assume the burden that goes 
with responsibility or we decide that 
responsibility just isn’t for us and, ac- 
cordingly abdicate our position of 
leadership; an unpleasant thought, but 
it is one that we must contemplate. 

A distinguished historian a few days 
ago said that what is different about 
our position in the world today is that 
we are closer to both these possibilities 
than we ever have been before. The 
world will probably allow us adequate 
time to make a decision, but I doubt 
that it will permit us to avoid one. The 
world is waiting to see if we Americans, 
who live in relative plenty, can curb 
our apparently insatiable 
more money and less work. 

And I have seen the passage of time 
solve many problems much better than 


desire for 


man could have done in a sense of 
urgency. But the nature of some prob- 
lems is such that they become more ag- 
gravated by timidity and hesitation. I 
refer to the perennial deficit in our bal- 
ance of payments. Until we take more 
positive steps than we are at present, 
it is difficult to see how we can launch 
a period of rapid growth. As long as 
our future course is in doubt, the eco- 
nomic wheels will have difficulty in 
reaching full speed to which we can- 
attain, 


Two Roles of Citizenship 


I see a basis for optimism, but grass- 
roots thinking must be transmitted to 
those in authority. Here is a responsi- 
bility and a challenge to all private 
citizens — a responsibility to be in- 
formed and to inform others — and a 
challenge to find ways to make one’s 
thoughts understood. These are the 
minimum obligations of citizenship un- 
der our humanistic form of government. 

What additional contribution can the 
Federal Reserve make at this time? Our 
present position in international eco- 
nomics will require us to work toward 
a greater liaison with our foreign friends 
in international finance than we have 
achieved in the past. Our future and 
theirs are interwined. More frequent 
contact and better liaison require confi- 
dence on both sides of the Atlantic. The 
apparent need for close cooperation is 
brought into focus by the recent organ- 
izational meeting of the Organization 
for Economic Cooperation and Develop- 
ment in Paris. I do not suggest that we 
allow anyone else to make our decisions 
for us because I am convinced that our 
best interests would not be served by 
any loss of sovereignty. 

The problem of international money 
flows has become a bigger one in recent 
years and has prompted much thought. 
One suggestion has been that some sort 
of World Federal Reserve be organized, 
but I can hardly believe that the Amer- 
ican people would consent to our parti- 
cipation because an inherent part of any 
such plan is a loss of sovereignty. The 
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effect of such a plan would be to sub- 
rogate our own ability to manage our 
affairs in favor of a group in which we 
would be but one voice of several. | 
would grant that the ultimate hope of 
peace in the world lies in the willingness 
of men to treat each other justly and 
submit to justice; but could all nations 
agree on a definition of justice? It is 
naive to hope that a much broader mix- 
ture of human beings with even more 
varied ideological backgrounds would 
more likely find agreement. Possibly 
there will be a day when we might think 
citizenship in the world more desirable 
than citizenship in the United States; 
however, current unrest and revolution 
in the world do not suggest that man- 
kind has reached the advanced stage of 
brotherhood for which we all hope. 
Perhaps my southern heritage influ- 
ences me to place more importance on 
the rele of the States in our Union than 








Uniteo States Lines 
Company 


3% 
Stock 


DIVIDEND 





The Board of Directors has declared an 
extra dividend payable July 7, 1961, in 
shares of common stock amounting to 
three per cent (3 %) of the common stock 
registered in the name of each stock- 
holder of record June 14, 1961. 


THOMAS R. CAMPBELL, Secretary 
One Broadway, New York 4, N. Y. 








ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 
Directors of Allegheny Ludlum Steel 
Corporation held today, May 17, 
[NL 1961, a dividend of fifty cents (50¢) 
per share was declared on the Com- 
mon Stock of the Corporation, pay- 
able June 30, 1961, to shareowners of 
record at the close of business on June 9, 1961. 


S. A. McCASKEY, Jr. 
Secretary 








BALTIMORE GAS AND 
” ELECTRIC COMPANY 


oii Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12% a share on the 
42% Preferred Stock, Series B; $1.00 a 
share on the 4% Preferred Stock, Series C; 
and 25 cents a share on the Common Stock, 
have been declared for the quarter end- 
ing June 30, 1961, all payable July 1, 
1961, to holders of record at the close 
of business on June 15, 1961. 

J. THEODORE WOLFE, 

Chairman of the Board. 
Dividends paid on the Common Stock continuously 
for more than half a century —always 
earned —never reduced. 








do others, but I believe that we are all 
united in our determination to protect 
our sovereignty, which I view as the 
taproot of our most cherished possession 
— freedom. 
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Chase Installs Computer 
for Stock Records 


Chase Manhattan Bank has installed 
in its trust department a Remington 
Rand Univac Solid State “80” computer 
system to keep corporate stock records 
on magnetic tape. 

The bank performs stock transfer 
services for some 650 corporations the 
number of whose stockholders ranges 
from less than 100 to over 150,000. The 
companies agent keeps up-to-date rec- 
ords of names, addresses, and number of 
shares held, and sends dividend checks, 
proxies and various reports to stock- 
holders,.to the federal government, and 
to any state governments that require 
them. 

Conversion to the new computer sys- 
tem will be completed by mid-1962. The 
space required to store the magnetic 
tapes is a fraction of what was used to 
file paper records under the old system. 
All personnel affected by the switch- 
over to automation will be reassigned to 
other jobs in the bank. Rental costs for 
the new equipment will be $25,000 per 
month when the entire system is oper- 
ating. 

The trust agency system is the third 
computer installation at Chase Man- 
hattan. An automatic check processing 
center began using RCA 301’s and an 
RCA 501 in March. The bank’s payroll 
department has used an IBM 650 since 
January, 1959. 
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FIDUCIARY ASSOCIATIONS 
ELECT 


Indianapolis Corporate Fiduciaries Asso- 
ciation: 

President: Howard McKinley, trust of- 
ficer, Merchants National Bank & Trust 
Co. 

Vice Pres.: Robert E. Fulwider, trust 
officer, Indiana National Bank 

Sec.-Treas.: James D. Keckley, as- 
sistant trust officer, American Fletcher 
National Bank & Trust Co. 


Trust Division, Kansas Bankers Associa- 
tion: 

President: Normal D. White, vice 
president and trust: officer, First Trust 
Co., Salina 

Vice Pres.: William M. Mills, Jr., vice 
president and trust officer, Merchants 
National Bank, Topeka 

Sec.-Treas.: William H. McCrary, Jr., 


trust officer, Johnson County Nationa] 





Bank & Trust Co., Prairie Village 


Kansas City (Mo.) Corporate Fiduciary 


Associ 


President: 
president and trust officer, Traders Na. 


tional 


Vice Pres.: 
ficer and trust counsel, 


Bank 


Sec.- 


Trust Committee, New Jersey Bankers 


ation: 
Charles C. Oliver 


Bank, Kansas City 


& Trust Co. 
Treas.: 


Association: 


Chai 


Association of Trust Men, Group I, New 


York 


Chairman: Francis B. Grow, trust of- 
Marine Trust Company of Western 


ficer, 


wman 


State Bankers Association: 


New York, Buffalo 


V.-Chm.: 


presid 
Trust 


Sec.- 


Trust Companies Association of Oregon: 


A. C. Finke, trust officer, 
First National Bank of Oregon, Port- 


President: 


land 


Vice Pres.: 


Claude 

Manufacturers 
Buffalo 

Treas.: 


ent, 
Co., 


Portland 


Sec.- 


Treas 


, JY., vice 
Mrs. Ruth Hall, trust of. 
City National 


Murray F. Wilson, as. 
sistant trust officer, Commerce Trust Co, 


Bartholomew A. Sheehan, 
senior vice president, Camden Trust Co, 


F. Shuchter, vice 
& Traders 


Merle C. Follett, trust 
officer, Exchange National Bank of Olean 


Fred M. Jory, assistant 
trust officer, Bank of California, N.A., 


.: R. L. Ameele, trust officer, 
United States National Bank of Portland 

















TEXAS GULF 
SULPHUR 
COMPANY 


159th Consecutive 
Quarterly Dividend 


The Board of Directors has declared a 
dividend of 25 cents per share on the 
10,020,000 shares of the Company's 
capital stock outstanding and entitled 
to receive dividends, payable June 15, 
1961, to stockholders of record at the 
close of business May 29, 1961. 


HAROLD B. KLINE, 
Secretary. 
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CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 





DIVIDEND No. 54 


Tu BOARD OF DIRECTORS has 
this day declared a regular quar- 
terly dividend of Fifty-Seven 
and One-Half Cents (57'2¢) 
per share on the capital stock of 
the Company, payable August 
15, 1961 to stockholders of 
| record at the close of business 
July 17, 1961. 


JOHN MILLER, Secretary 
June 7, 1961 
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HE FIRST FEW MONTHS OF THE KEN 
[ oe Administration have shown 
that the President, many of his top-level 
advisers and strong supporters in Con- 
gress are taking a deep interest in 
the business of producing energy. In 
most cases, this is reflected in a greater 
involvement on the part of the federal 
government in the exploitation, develop- 
ment and control of energy resources. 
When President Kennedy took office, 


he had a running start on trying to cor-. 


rect many things he felt wrong with the 
federal government. Between election 
and inauguration he put a number of 
“task forces” to work, and their recom- 
mendations, already on his desk at his 
inauguration, are- rapidly becoming the 
“New Frontier” program. 

During the campaign, Mr. Kennedy 
promised the people in the depressed 
coal industry a full-scale study of our 
use of fuels. There is little doubt that 
this study will be undertaken but its 
scope and resultant action of course re- 
main unknown. 

Both the President and some close 
political friends in Congress have called 
for a more aggressive atomic energy 
program. Congressman Chet Holifield 
(D-Calif.), who heads the Joint Com- 
mittee on Atomic Energy, has been 
highly critical of President Eisenhower’s 
partnership program for development of 
nuclear energy. He said that during the 
current developmental period the federal 
government “must carry the main bur- 
den of assuring strong public agency 
participation” in the development of 
nuclear energy. 

Holifield contended, in a speech in 
San Antonio, that if the federal role 
were confined mainly to providing sub- 
sidies and research funds, “effective 
control” of the rate of atomic develop- 
ment and its price to the public would 
come to rest largely in the hands of the 
investor-owned utility companies and 
the large equipment manufacturers. 
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ON THE ENERGY FRONT... 


ROBERT RESOR 


Vice President in Charge of Nuclear Energy Division, Bozell & Jacobs, Inc. 


GREATER GOVERNMENT INVOLVEMENT IN 
ENERGY BUSINESS NOTED 





The Joint Committee chairman be- 
lieves that a larger federal program is 
the only way to insure that smaller 
equipment manufacturers can survive. 
It is true, as we have pointed out before 
in this space, that the last few years 
have seen a broad shakeout in the atomic 
equipment industry, with many smaller 
companies dying or bought out by the 
larger ones, a normal sequence in any 


new field. 
Said Holifield: “We have had a fairly 


healthy competitive situation with at 
least seven major equipment companies 
in the field of atomic power develop- 
ment . . . Now that the pickings are not 
so good, it is only government contracts 
once again which.are primarily responsi- 
ble for keeping this industry alive. . . 
In many ways the world technological 
leadership of the United States is at 
stake.” 

The new Chairman of the Atomic 
Energy Commission, Dr. Glenn Sea- 
borg, has also called for more action 
on the part of the Federal Government 
in the nuclear energy field. 


Mr. Kennedy has thrown his whole- 
hearted support behind legislation which 
would create the only federal steam elec- 
tric power generation outside the Ten- 
nessee Valley Authority at the Hanford 
atomic works in the State of Washing- 
ton. At least $95 million of government 
money would be needed for conversion 
of the Hanford facility to power genera- 
tion. Electric industry observers are con- 
cerned about the precedent which would 
be set at Hanford. 

Electrical World, major trade paper 
of the industry, blames a good many 
of the problems in nuclear power on 
AEC itself. It points out that the Com- 
mission has been increasingly difficult 
on the subjects of reactor siting and 
reactor design, with resulting uncertain- 
ties and cost increases over estimates. 
However, AEC is making changes in its 
regulatory procedures which should 












help, and there is renewed talk of a new 
system of capital grants to business- 
managed nuclear power projects. This 
concept, discussed for several years, 
would be difficult but not impossible to 
bring into being because it would re- 
quire amendment of the Atomic Energy 
Act, new funds, and the working out 
of some formula for administration. 

Meanwhile the Commission has an- 
nounced that as of July 1 it will re- 
duce its base charges for enriched 
as well as depleted uranium. The base 
charge reduction for enriched uranium 
used in nuclear power plants will vary 
from 20% to 40%. The reduction in 
base charges is made possible by de- 
creased cost of natural uranium. As 
pointed out by AEC Chairman Seaborg, 
the net effect will be to lower the cost 
of nuclear power. 


The nuclear energy budget sent to 
Congress by the new President made 
few significant changes from the Eisen- 
hower budget. From the standpoint of 
business, the most important items, 
aside from the Hanford proposal, were 
the cancellation of the billion-dollar, 14 
year old Aircraft Nuclear Propulsion 
Program; funds for 10 new Polaris- 
missile-carrying nuclear submarines; 
and an increase in nuclear rocket work. 
The industry contractors on the nuclear 
aircraft program were General Electric 


Co. and United Aircraft Corp. 


Other Administration Power Plans 


The Kennedy team is pressing even 
harder in other electric power areas out- 
side the atom. The “compelling objec- 
tive,” according to Kenneth Holum, As- 
sistant Secretary of the Interior for 
Water and Power, is “abundant and 
ever-increasing supplies of low-cost elec- 
tric energy . . . President Kennedy’s 
power policies . . . are not aimed against 
any group — as some would have you 
believe — but rather they are pro-indus- 
try, pro-farmer, pro-consumer, pro- 
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American, if you please — based upon 
the vast needs demanded in this power 
age.” 

Holum described the new _ federal 
power program as a part of the Ad- 
ministration’s overall program for spur- 
ring U.S. economic growth. A key aim 
is development of a nationwide high- 
voltage. common carrier transmission 
grid. Said Holum: “It is our hope that 
such a grid sysiem can be achieved by 
the concerted efforts of all segments of 
the utility indus‘ry — public, private 
and cooperative.” First step would be 
to get Congressional approval for a 
thousand mile intertie from the Pacific 
Northwest to California. 

Curiously, when President Kennedy 
took office there was little in his back- 
ground to indicate any burning interest 
in the electric industry. During the cam- 
paign he made speeches in the west on 
reclamation, but the election results from 
the area did not indicate any great 
groundswell of support. In fact, various 
studies dating back some years have uni- 
versally failed to show that electric 
power in itself is much of an issue with 
the electorate. 

Since taking office, however, the Ken- 
nedy Administration has evinced extra- 
ordinary interest in federal power de- 
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velopment. Much of the emphasis has 
come from the government, co-op and 
municipal power advocates selected for 
key posts in the Department of the In- 
terior and the Federal Power Commis- 
sion. In his Secretary of the Interior, 
Stewart Udall, Mr. Kennedy has a long- 
time supporter of giant federal hydro- 
electric projects in the West as well as 
of rural electric cooperatives, which enjoy 
2% money from the Federal Treasury. 

For his Under-Secretary, Mr. Udall 
selected James K. Carr, whose _back- 
ground and experience for many years 
has been with municipal power plants. 
Assistant Secretary Holum is a former 
chairman of the giant Mid-West Elec- 
tric Consumers Association, which has 
been active in plans to develop a giant 
electric power system in the Upper Mis- 
souri River Basin. He has a national 
reputation as an advocate of government 
ownership of electric power. 

The Kennedy administration has given 
the green light to its Rural Electrifica- 
tion Administration’s plans to encourage 
expansion of federally-subsidized rural 
electric cooperatives. The new REA 
Administrator, Norman Clapp, has asked 
for expanded borrowing authority to en- 
courage more generation and transmis- 
sion by these farm cooperatives. He also 
has urged cooperatives to take advan- 
tage of 2% loans from the REA to en- 
courage industrial development in their 
service areas. Competing investor-owned 
electric companies, of course, must bor- 
row money at the going rate and pay 
federal and local taxes. 

Much to the surprise of many, Presi- 
dent Kennedy also reached into the 
government power field for his first two 
nominees to the Federal Power Commis- 


sion, which is charged with regulating 
gas and electric utilitics engaged in in- 
terstate commerce. The vast majority of 
these are investor-owned. 

Although some 90% of the workload 
at the FPC relates to the gas and oil 
industry, Mr. Kennedy named Joseph C. 
Swidler, former general counsel of the 
Tennessee Valley Authority, to be chair- 
man. Mr. Swidler openly admits little 
knowledge of the gas business as his 
interests both by vocation and avocation 
have been centered on the power busi- 
ness at TVA. Mr. Kennedy’s second se- 
lection to the five-member FPC was 
Howard V. Morgan, a former Oregon 
public utilities commissioner with a long 
background of big government power. 
It should be pointed out, however, that 
both Morgan and Swidler say they bring 
with them no preconceived ideas about 
cases before the commission and see no 
reason for any drastic change in the 
government vs. investor-owned _align- 
ment. 

The big government power orientation 
of the new administration has left many 
officials of investor-owned companies 
wondering where they will stand during 
the next four years. It’s too early to tell 
what will happen to the Kennedy-Udall 
legislative program. Congress has tradi- 
tionally served as a safety valve on 
sweeping changes advocated by new ad- 
ministrations. The present Congress is 
considered as slightly more conservative 
in make-up than the previous one. 

Tremendous demands are being made 
on the budget by growing international 
tensions and plans to modernize and in- 
crease defense and space programs; and 
Congress is beginning to ask where all 
the money is coming from. With the 
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sting taken out of the recent recession, 
Mr. Kennedy already has started to back 
off from some of the “pump-priming” 
public works projects talked about dur- 
ing the early days of his administration. 

There seems little doubt that we are 
going to be seeing more government in- 
yolvement in the energy business. The 
question remains, how much? 


Industry Expansion Not Deterred 


Regardless of the talk in Washington, 
ihe investor-owned power companies are 
going right ahead with their expansion 
plans, looking toward total capability of 
58.5 million kilowatts in 1970 and 96.9 
million kilowatts in 1980, as compared 
with today’s 32.4 million. Demand is at 
least doubling every ten years. 

One nuclear power project, the East 
Central-Florida West Coast Nuclear 
Group’s 50,000 kilowatt plant planned 
for Polk County, Florida, was dropped 
last month because of technical and eco- 
nomic uncertainties. Nevertheless, na- 
tionwide over 125 companies are in- 
volved in nuclear power projects that 
will mean utility expenditures of better 
than $700 million. During the past year 
Commonwealth Edison Company placed 
in commercial operation the world’s 
largest nuclear power reactor, the Dres- 
den station. 

This year will see completion of Con- 
solidated Edison Company’s 275,000 
kilowatt atomic power station up-river 
from New York City. Meanwhile, the 
seven major investor-owned electric 
companies serving the state — Central 
Hudson Gas & Electric, Long Island 
Lighting, New York State Electric & 
Gas, Niagara Mohawk, Orange & Rock- 
land Utilities and Rochester Gas and 
Electric as well as Con Ed — have 
formed Empire State Atomic Develop- 
ment Associates, Inc., (ESADA). to 
speed design of another full-scale nu- 
clear power station in the state. 

An $8.7 million, three-year contract 
has been signed with the atomic divi- 
sion of General Dynamics Corporation 
to do the development and engineering 
studies for ESADA. The goal is a large 
plant, from 300,000 to 500,000 KW by 
1967-8. The plant is expected to be com- 
petitive with comparable fossil-fueled 
plants. An upstate location is probable. 

This spring there is wider disagree- 
ment than ever as to when nuclear 
power will be broadly competitive with 
conventional power. GE is quoting large 
boiling water reactors for 1965 delivery 
which it says will be competitive in high 
cost fuel areas. Babcock & Wilcox is op- 
timistic about its particular pressurized 
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The upper portion of the band represents a conservative forecast. The lower portion assumes 


current development objectives are met. 


Source: Atomic Power for the Empire State. 





water reactor design, and Westinghouse 
is looking to cutting costs through con- 
struction of larger units, ultimately as 
high as one million kilowatts. On the 
other hand, Alco Products think it more 
likely that economic competitiveness 
will have to wait until the late 70’s. 

For practical economic reasons, the 
investor-owned industry has also been 
moving ahead with its own plans for 
many more interties among the com- 
panies, and extra-high-voltage transmis- 








sion lines. The political pressure from 
Washington for a “national grid” »may 
be expected to accelerate this movement. 
Most ambitious transmission line net- 
work announced by the industry is a 
4,000 mile grid in the Southwest, to 
tie together the electric systems in an 
eight-state area composed of Arkansas, 
Kansas, Louisiana, Mississippi, Mis- 
souri, Nebraska, Oklahoma and Texas. 
Cost of this extra-high-voltage grid 
will be more than $300 million. Today, 
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almost all the electric power capability 
in the country is interconnected. The 
U. S. has better than 300,000 miles of 
transmission lines of 35,000 volts and 
above, compared with 63,000 miles in 
Russia. 

Also moving ahead are research pro- 
jects of various kinds to allow dramatic 
increases in generating efficiency. One 
such is through the magnetohydrody- 
namic (MHD) generator. A dozen util- 
ity companies led by American Electric 
Power Corp. will spend $1.2 million 
this year on a research program being 
conducted by Avco Corp., which re- 
cently reported “substantial” progress. 
Target date for a large-scale MHD gen- 
erator is 1970. 

Meanwhile, the appliance manufac- 
turers are on the verge of bringing to 
market whole new families of household 
appliances. Two factors make this de- 
velopment important: residential con- 
sumption of electricity yields the largest 
return to the companies, and in recent 
years appliance sales have slowed down 
because there has been little actually 
new to whet the public appetite. 

In April, Westinghouse began produc- 
tion of a thermoelectric water cooler, 
the first utilizing this principle on a pro- 
duction-line basis. Borg-Warner has an 
order for 500 thermoelectric refriger- 
ator-freezers for a Chicago hotel. It is 
expected that thermoelectric — refriger- 
ation, which employs no compressors or 
moving parts, will be the first applica- 
tion of the principle to have major eco- 
nomic impact. The household refriger- 
ator market alone is estimated at $1 
billion in annual sales volume. Refriger- 
ation, as applied to a variety of house- 
hold items, is a substantial power con- 
sumer. 


Saline Water Conversion 


Another field in which great amounts 
of electric power may be consumed is 
that of saline water conversion. The 
need for fresh water in arid areas of 
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DISTRIBUTION OF TOTAL GENERATING COSTS 


This comparison of a coal-fired and an atomic plant serves to illustrate the impact of the 
currently higher capital costs of the latter. 


Source: Atomic Power for the Empire State. 





the U. S. and elsewhere in the world 
is growing constantly more acute. In 
San Diego, California, a Westinghouse- 
built plant will soon be producing 7 
million gallons of drinking water from 
the Pacific Ocean each week, while in 
Kuwait in the Middle East a Westing- 
house plant is extracting 17 million gal- 
lons of fresh water weekly from the 
Persian Gulf. 

U. S. government scientists report 
their work with desalting water is reach- 
ing the point where economically com- 
petitive conditions are in sight. Some 
but not all the processes under study use 
electric power; those that do, use it in 
large quantities. 

In recent testimony before the House 
Appropriations Committee, Dr. W. S. 
Gillam, research chief for the Office of 
Saline Water, said that the government’s 
demonstration plant at Freeport, Texas, 
is producing a million gallons per day 
at $1 per thousand gallons. Dr. Gillam 
said it is difficult to compare prices of 
water, because its value is relative, de- 
pending upon how badly it is needed. 
But he said that the current $1 per 
thousand gallons indicates “we are ap- 
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proaching economically competitive con- 
verted water.” Doctor Gillam said that 
the cost of energy is a major factor in 
the overall cost of sea water conversion, 
but that with minimum fuel costs the 
lowest price possible for converting sea 
water is believed to be around 25 cents 
per thousand gallons. 

The Office of Saline Water is asking 
Congress for an additional $1,755,000, 
the same as last year, to continue re- 
search on four basic conversion proc- 
esses: solar-heat distillation, membrane 
processes, separation by freezing and 
other chemical, electrical and physical 
conversion methods. 

Most of this program is carried out 
through contracts with research organi- 
zations such as_ universities, research 
institutions, and industrial firms. 

During the past year, the Office of 
Saline Water reported, considerable 
progress was made with experiments 
using gas hydrates such as propane or 
butane for conversion. Early studies in- 
dicate that fresh water may be pro- 
duced through this process at a cost of 
40 to 50 cents per thousand gallons in 
a 10 million-gallon-per-day plant. Like 
progress was reported using a relatively 
simple osmosis process and an electro- 
chemical process using carbon. 


‘News About the Fuel Cell 


Latest big news about the fuel cell 
was disclosure by the Navy that it is 
planning to introduce fuel cells to pro- 
pel some of its submarines. The cell, 
sometimes referred to as a continuous 
feed battery, has a potential efficiency 
of 80%. The Navy envisages conversion 
of diesel submarines to fuel cell propul- 
sion, which will make the subs com- 
pletely silent and capable of much 
greater submerged endurance. 
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YIELDS of YIELDS of PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS and YIELDS 
By Maturity Groups By Ratings 125 Industrial Stocks 
YIELDS YIELDS YIELDS wry iy ee 
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DIVIDENDS 
SCALE ON RIGHT 
= — @ Oo — —_ — Oe mae = 6-4 
5.0 ~“ | he i re 4 
o—_A: 
55 —+ -F55 + +55 5- 
89 o58 1959 1960 i961 | 958 1959 | 1960 i961 958 1959 | 1960 i961 44 
LETTE RURRORTOV ERO ERROR RRR O ROR SR EER CEPR | PELE PIPEI TTT 
—— End of Month Range of Period 
1961 1961 1960 1961 1951-60 
5 1-4 1931-4 . 
May April May High-Low mata anions eines ases-2080 
1. U. S. Government Bond Yields 
3-Year Taxable Treas. -._...______. - % 3.36 3.29 .37 3.48-3.09 5.17-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. —....____.._. % 3.55 3.57 4.45 3.73-3.27 5.10-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. -................ - % 3.76 3.75 4.29 3.95-3.63 4.91-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 214s, 9/15/72-67 -—____..... % 3.74 3.71 4.07 3.95-3.63 4.68-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%s, 12/15/72-67 _....... — % 3.73 3.69 4.03 3.89-3.60 4.59-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
_ eee 3.78 3.78 4.08 3.89-3.70 4.44-2.59 (b) (b) (b) (b) 
is Sa ee 3.65 3.61 3.78 3.71-3.53 4.10-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term __................ % 4.28 4.28 4.48 4.34-4.21 4.61-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term _....._.____»_ % 4.42 4.41 4.62 4.50-4.32 4.78-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term ——.....__._.... % 4.65 4.62 4.85 4.71-4.55 4.95-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term __......_.. - % 5.01 5.01 5.28 5.12-4.99 5.37-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term _.......__. - G 3.27 3.24 3.38 3.30-3.12 3.65-1.28 1.98-0.90 1.84-0.93 2.81-1.56(d) (d) 
Aa Rated Long Term _.._......._...__._. % 3.47 3.46 3.60 3.50-3.33 3.81-1.37  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term _.....__... ee 3.62 3.64 3.86 3.71-3.55 4.06-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term —...._.._._... % 3.95 3.98 4.33 4.16-3.95 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
es ee 4.58 4.65 4.77 4.67-4.58 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade -....... % 4.80 4.79 5.31 4.89-4.79 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade _... ea E 4.38 4.39 4.55 4.43-4.36 4.67-3.45 3.92-3.27 (e) (e) (e) (e) 
Medium Grade _...._______"_~_e % 4.66 4.67 4.85 4.75-4.64 5.16-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.69 4.69 4.94 4.82-4.66 5.12-3.77 4.24-3.40(e) (e) (e) (e) 
Medium Grade ____. To 4.89 4,92 5.07 5.05-4.86 5.34-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) ~~ $197.56 193.42 174.47 197.56-186.00 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) — amare 6.03 6.02 6.05 6.03-6.01 6.01-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields 8. ds % 3.05 3.11 3.47 3.23-3.05 6.79-2.96 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f» 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 


(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
(e)—Low Dividend Preferred Yield Averages in this series date from 


Jan. 2, 1946. 


(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 


Note: To facilitate comparisons between the three charts above, all yields 


have been placed on the same inverted arithmetic scale which appears 
on the left side of each chart. 


*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 
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1 2 3 4 5 6 a 8 9 10 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
POLICY Base (100): Bid Price 6/30/50 Net I 
For detailed explanation as to “8 ae 
selection and interpreation of ividend % on 
data see July 1959 issue, p. 690. 7% common stocks, ” — aver. month-end 
lower grade bonds & /5 5/31/61 fferi ‘ 
ferred stocks — — Bid& Bid aaa sei 
athe Pre-War 5/31/61 Cup. .caly =~ 5-Yr, 
Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 72.3 95.6 219.9 218.7 173.6 3.18 3.30 
1 American Business Shares 56.0 59.5 48.6 72.4 97.5 168.3 | 168.3 120.9 3.20 3.46 1 
2 Aseleagites Feed “A” 66.4 66.4 49.4 63.1 96.38 215.3 | 215.0 143.7 3.50 285 9 
3 Aze-Heaghtes Faad “3” $= 74.7 77.1 67.7 55.5 95.9 237.7 | 2387.7 187.3 2.57 2.89 8 
4 Boston Fund - —_ seen enna 60.9 72.2 54.1 69.4 95.5 237.4 | 236.2 184.0 288 288 4 
5 Commonwealth Investment Co. 63.0 74.3 59.7 57.6 84.0 221.4 220.3 181.5 2.83 3.03 5 
6 Diversified Investment Fund, Inc. 68.3 73.7 63.7 — 88.0 224.8 222.8 174.3 3.52 3.81 6 
7 Eaton & Howard Balanced Fund 65.6 70.9 59.9 67.0 96.3 218.2 217.2 183.9 3.04 2.96 7 
8 Fully Administered Fund (Group Securities) —.. 76.6 78.9 68.3 87.0 96.4 176.6 174.8 142.9 3.78 3.84 8 
9 General Investors Trust 64.5 80.7 55.4 91.7 OTD 2186 211.4 150.1 3.65 3.79 9 
Oe a icc esac citphesbinicminlieiid NA NA NA — 96.3 211.0 210.0 188.6 3.17 3.42 10 
11 Johnston Mutual Fund _ 76.4 79.9 56.4 — 96.6 285.9 282.8 235.9 2.05 2.79 ll 
12 Massachusetts Life Fund __ a 64.7 69.2 58.0 —— O72 7963 195.8 175.8 3.08 3.09 12 
13 National Securities—Income series 82.7 91.8 82.7 — 96.8 188.3 185.2 144.6 4.54 4.71 18 
1+ Nation-Wide Securities 63.0 63.0 54.4 82.3 97.2 200.9 200.3 162.3 3.27 3.46 14 
15. George Putnam Fund . 2 75.4 75.4 63.3 83.5 97.5 268.1 266.3 215.9 2.62 2.95 15 
16 Scudder Stevens & Clark Balanced Fund 70.4 70.4 58.7 74.6 97.3 198.3 196.5 156.8 3.01 3.10 16 
17 Shareholders Trust of Boston... 65.3 72.9 49.0 — 96.3 231.2 | 230.1 169.8 356 3.64 17 
18 Stein Roe & Farnham Balanced Fund —_. 67.9 67.9 51.6 96.8 270.4 | 270.4 215.4 283 2.77 18 
I I 5 a shiiencyucnenisnenepnincariinrtalaanns 66.2 68.0 57.8 70.9 97.3 219.5 218.8 174.6 3.01 3.11 19 
TD 55.3 58.0 50.4 — 95.8 214.9 214.6 163.2 3.48 3.52 20 
FLEXIBLE FUNDS 713.3 95.8 271.9 270.5 212.3 2.72 3.03 
21 Broad Street Investing Corp... 89.3 89.3 77.3 65.1 93.7 306.6 | 306.2 253.8 3.18 3.42 21 
Ee —~| 89.1 943 84.3 69.3 95.3 267.9 | 264.8 188.2 2.44 2.79 22 
23 Dreyfus Fund 92.1 99.9 52.7 — 96.6 465.5 459.9 389.9 1.84 1.98 23 
24 Fidelity Fund .- = 96.4 96.4 80.2 — 95.4 330.3 827.38 265.7 244 2.98 24 
25 ‘Institutional Foundation Fund eore-nan- -nene---n nee ----e-e---- 75.5 88.5 75.5 me 95.5 257.4 256.9 193.1 3.36 3.77 25 
26 Knickerbocker Fund __... 94.00 95.5 63.0 101.0 96.4 197.3 196.8 134.8 3.09 3.34 26 
27 Loomis-Sayles Mutual Fund —-___ 75.3 75.3 49.5 60.5 96.6 208.1 | 206.1 151.3 295 3.06 27 
28 Mutual Investment Fund — 85.3 85.3 55.8 84.6 95.7 192.6 191.7 145.6 2.83 2.96 28 
Pe I tes 63.5 66.8 53.2 78.4 97.2 192.3 192.2 144.5 3.22 3.46 29 
30 Selected American Shares —..........._________.. Sia Bia BILE 74.0 943 2724 272.1 188.8 2.38 2.87 30 
31 Sovereign Investors... 96.4 96.7 91.3 98.3 98.2 297.2 295.9 266.8 3.31 3.64 31 
32 State Street Investment Corp. oie 698806 B12 56.8 95.3 243.3 241.8 159.0 2.25 2.48 32 
33 Wall Street Investing Corp. —......-__ 85.5 88.2 80.6 — 96.1 303.7 302.9 276.0 249 2.84 33 
Me Pr MR I acces 95.3 98.2 17.4 54.8 95.4 271.9 | 271.9 214.2 2.26 2.91 34 
COMMON STOCK FUNDS 65.38 94.7 344.9 343.1 274.0 248 2:92 
35 Affiliated Fund* 89.3 89.9 84.5 61.0 93.6 268.3 267.8 200.6 2.92 3.19 35 
36 Bullock Fund 87.6 88.5 76.7 68.0 946 300.9 299.1 221.6 2.67 2.75 36 
37 Dividend Shares 90.9 91.0 81.6 73.5 93.6 271.5 270.3 217.9 2.68 2.96 37 
38 Eaton & Howard Stock Fund — 89.7 89.9 78.3 62.2 95.2 352.8 | 351.7 311.1 231 2.39 38 
39 Fundamental Investors 98.5 99.2 96.7 54.5 94.4 332.9 330.1 276.0 2.24 2.59 39 
40 Group Securities—Common Stock — 94.8 99.1 90.4 — O64 s67y 258.6 203.9 386 4.26 40 
41 Incorporated Investors —..........-- 89.0 96.3 82.4 59.8 96.6 328.8 328.1 229.6 1.98 2.18 41 
42 Investment Company of America 75.1 95.5 174.5 64.1 94.1 336.4 336.4 232.6 227 2.42 42 
43 Keystone Growth Common (S-3) _ NA NA NA 71.7 97.4 378.9 374.8 256.5 1.87 2.10 48 
44 Massachusetts Investors Growth Stock Fund _.. 96.5 99.7 92.9 69.6 94.7° 472.3 469.5 405.7 1.42 1.65 44 
45 Massachusetts Investers Trust 98.3 99.7 97.3 76.6 95.3 357.0 355.3 321.7 2.78 3.04 45 
46 National Investors _. _. 99.6 99.6 96.4 57.6 92.7 443.1 440.6 355.9 1.55 2.00 46 
47 National Securities—Stock Series poh 2 hate A 95.7 98.9 93.9 — 93.6 248.9 246.8 185.2 4.11 4.33 47 
48 T. Rowe Price Growth Stock Fund —... 84.4 87.8 72.1 — 946 514.3 513.4 430.5 1.70 1.95 48 
49 Scudder Stevens & Clark Common Stock Fund 97.6 99.2 91.6 — 94.5 335.5 833.7 276.7 2.42 2.54 49 
30 United tncome Fuad 94.2 97.1 89.3 — 95.4 315.3 | 313.9 258.4 2.84 3.24 50 
500 STOCK INDEX (Standard and Poor’s)® ___. — — a 70.7 94.3 380.9 376.3 — = — 
CONSUMERS PRICE INDEX (B.1.S.)9 0 — — —_ 58.5 100.0 125.2 ee — ee = 
n—Adjusted to June 30, 1950 base; *—-Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 
NA—Not available. ; 
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INVESTMENT COMPANY NOTES 





Delegation Bugaboo Gets Final 
Interment in New York 


That outmoded bugaboo — delega- 
tion of authority — which has at times 
dill worried fiduciaries seeking to in- 
vest in mutual funds, has received defi- 
nite and final burial in New York State. 
While we had long believed the ques- 
tion was moot, lingering doubts in some 
quarters had to be dispelled. In signing 
this new amendment to the state per- 
sonal property law (Section 26), which 
became effective on June first, Governor 
Rockefeller stated that “the bill is in- 
tended to obviate any contention that 
a fiduciary who invests in securities of 
management type investment companies 
registered under the Federal Act improp- 
erly delegates his discretionary fiduci- 
ary powers.” Recommending the Gov- 
emor’s approval, Vincent Broderick. 
General Counsel for the N.A.I.C., had 
observed that the amendment “will lend 
a desirable statutory emphasis to what 
is doubtless already the law.” 

The bill does not authorize investment 
in shares of mutual funds (open-end 
companies) without specific authoriza- 
tion in the instrument creating the fi- 
duciary account, as is provided for now 
under Section 21(m) of the New York 
PP.L. in the case of those closed-end 
investment companies which are listed 
on national securities exchanges. It per- 
mits investment in both type companies 
registered under the federal act where 
the instrument defining the investment 
powers of the fiduciary permits invest- 
ment either in his discretion or “gener- 
aly in investments other than those in 
which fiduciaries are by law authorized 
lo invest trust funds.” The term “fidu- 
dary” includes an executor, administra- 
lor, trustee, guardian and committee of 
he property of an incompetent. 

In a memorandum in amplification of 
his letter the recommending bill’s ap- 
proval by the Governor, counsel for the 
NV.A.LC., stated that this recent Iogisla- 
tion did not go far enough, expressing 
lhe hope that Section 21 of the P.P.L. 


would soon be amended so that op2n- 


nd as well as certain closed-end regis- 
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tered companies would be made _ per- 


missible investments for fiduciaries, 
whether or not they were given broad 
investment authority in the trust instru- 
ment. In fact, Mr. Broderick pointed 
out that the two types of companies 
were essentially similar in all respects 
with even an added safety factor in th» 
case of the mutual in that its shares can 
be redeemed “at any time at a price 
which is determined, not by the vagaries 
of an auction market, but by the net 
value at the time of the corporate assets 
underlying his shares.” Similarly, pur- 
chase price of the open-end fund is 
geared to asset value either with or 
without the addition of an acquisition 
commission. As the law now stands, in 
New York what would seem to be the 
less desirable type of investment com- 
pany for fiduciary purposes is given 
preference over that which provides 
this “added safety factor.” Parenthetic- 
ally, the writer of this column, in a law 
note written eleven years ago, suggested 
that the fiduciary might well concentrate 
his attention on the open-end companies 
for this very same reason. 

The legislation, while apparently 
merely declaratory of the law in New 
York state, will clarify for many the 
status of mutuals as permissible fiduci- 
ary investments. For example, as recent- 
ly as in our last column (T&E, May 
1961, P. 456) we pointed out that Ira 
hhaupt felt that its pioneering fixed 
municipal bond trust had a distinct edge 








over the more conventional type man- 
aged open-end fund because delegation, 
in its opinion, “is still a very live issue 
with the mutuals that can change their 
portfolios.” Not so any longer can this 
be said in New York while the legal 
status has been clarified, of course, in 
many other jurisdictions throughout the 
country. In his memorandum to Gov- 
ernor Rockefeller’s counsel, N.A.I.C. 
counsel Broderick emphasized that at 
least 25 states have, by statute or by 
court decision, authorized investment by 
fiduciaries in investment company shares 
without requiring specific authorization 
therefor in the instrument. The list of 
these states as appended to the memo- 
randum is current and follows: 


Arkansas Mississippi Pennsylvania 
Colorado Nebraska Rhode Island 
Hawaii N. H. So. Carolina 
Kansas New Jersey Tennessee 
Kentucky New Mexico Virginia 
Maine No. Dakota Washington 
Mass. Ohio W. Virginia 
Michigan Oklahoma Wisconsin 
Wyoming 


United Fund Claims 
New Variable Annuity 
Is Not Insurance 


Waddell and Reed, Inc.. sponsors of 
the giant United Funds combine, has 
submitted a new variable annuity pack- 
age for registration with the S.E.C. 
which it claims is not insurance. Hav- 
ing been retained for almost two years 
in a consulting capacity to work out 
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the details of the United Variable An- 
nuities Fund, Inc., George E. Johnson, 
prime spark plug of the variable idea 
in this country, is said to be now at- 
tempting to convince various state in- 
surance commissioners that his latest 
model should not be subject to their 
regulation. Thus, the wheel has turned 
full circle for the variable; first, against 
the vigorous protests of the investment 
salesmen, supposedly subject to exclu- 
sive supervision of the insurance regula- 
tory authorities, then, following a his- 
toric Supreme Court decision, coming 
under dual supervision, and now — one 
cannot forecast. 

The underlying investment vehicle of 
this new package, the United Variable 
Annuities Fund, Inc. is a diversified 
open-end investment company. This is 
designed to operate in tandem with a 
companion organization, the United 
Variable Annuities Trust. The prospec- 
tus describes the latter as 


“a unit trust as defined in the Invest- 
ment Company Act of 1940. It is not 
a common law trust or an insurance 
company. While the Trustee will ex- 
ercise the prudent care of a fiduciary 
in administering the Trust, the Trus- 
tee is not subject to the same type of 
investment restrictions and is not 
required to operate under limitations 
similar to those imposed by govern- 
mental authorities on insurance... 
Neither the Trustee nor the Depositor 
nor any other person makes any 
guaranty as to investment growth 
or yield, mortality or expense.” 


A contract is obtained by a deposit 
of at least 100 shares of the Fund in 
the Trust or $100. Regular monthly pay- 
ments can be made directly to the trust 


in amounts as small as $25. The Trust, 
of course, holds title to the Fund shares 
while the investor’s claim arises through 
his contract. The Trust invests all divi- 
dends, gains distributions and other in- 
come in additional shares, its primary 
investment objective being long-term 
growth of principal and income intended 
to parallel! the cost of living. 

The Fund expects to have its port- 
folio so invested that the Trust will be 
able to take maximum advantage of the 
85% dividend credit on income re- 
ceived in the form of dividends from 
the Fund. This means that, generally, 
the Fund does not expect to derive more 
than 25% of its income (exclusive of 
capital gains) from debt securities or 
dividends from foreign sources. Under 
present income tax laws, of course, only 
15% of such income may be taxed at 
the corporate rate of 52%. Thus, the 
effective tax rate on all net income of 
the Trust, after deductions for its opera- 
ting expenses, will be 7.8%. The vari- 
able payments from the Trust will re- 
ceive the same tax treatment as a fixed 
dollar annuity. 

Options available are for a straight 
life annuity, life annuity — ten years 
certain, life annuity —- twenty years 
certain, last survivor life annuity — 
continued in half, last survivor life an- 
nuity — continued in full, and term an- 
nuities from one to thirty years. Shares 
held by the Trust are not available to 
the annuitant for sale, transfer or re- 
demption unless he receives such shares 
on termination of his contract. Expenses 
include a sales charge plus management 
fee of 44 of 1% payable to the under- 
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writer and investment manager of the 
Fund (the Depositor), United Variable 
Annuities Management Corp.; also a 
service fee of 2% per payment, but jn 
no event more than $2, shared by the 
Trustee and Depositor. The sales com. 
mission for each purchase payment, 
other than those made with shares of 
the fund, commences at 814% on pay. 
ments of less than $10,000 and is scaled 
downward to 1% on $% million and 
over. 


Tenth Share-for-Share Fund 
Will Require Only $10,000 
Minimum Stock Deposit 


Organization of a tenth  share-for. 
share fund has been announced which 
is accepting a minimum of only $10, 
000 deposit of investors’ low cost se- 
curities in exchange for its own shares, 
Sponsored by the Ohio Company and 
domiciled in Columbus, Ohio, the Ohio 
Franklin Fund, Inc. will require an ag- 
gregate amount of at least $5 million 
to effect its organization. Its sights are 
thus set lower than those of the eight 
other earlier funds which have been 
closed to additional subscriptions. Its 
minimal investment requirements also 
contrast with those of the Empire Fund 
of Pittsburgh, sponsored by the Income 
Foundation Fund, which is expected to 
open its subscription books early in 
July. The latter will require that deposits 
equal $20,000 or more with the mini- 
mum aggregate set at $20 million. The 
new fund will also be unique in one 
other respect. Several months ago the 
I.R.S. announced that it would give no 
more specific rulings to individual mut- 
uals as to the tax consequences of such 
exchanges. It has been felt by certain 
individuals, however, that the code is 
quite explicit on the matter. Thus, the 
new Ohio fund is not requesting an 
I.R.S. ruling, but instead is going ahead 
on the basis of opinion of its counsel. 


N.A.LC. Protests 
Dividend Withholding 


The National Association of Invest- 
ment Companies has presented a strong 
plea against the proposed withholding of 
income tax on dividends and _ interest. 
Testifying on May 31st before the House 
Ways and Means Committee, Edwin S. 
Cohen of Root, Barrett, Cohen, Knapp 
and Smith, representing the Association, 
pointed out that, while many serious 
difficulties were involved in the propos- 
als, two problems, in particular, were 
vital. First, lack of information receipts 
issued to taxpayers by those withhold- 
ing the tax on dividends and _ interest 
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would preclude such taxpayers from 


knowing ‘he exact amounts involved and 
prevent the service from readily verify- 
ing claims. Secondly, a great amount of 


excessive withholding would result, since 
a straight 20% would be withheld with- 
out taking into account the taxpayers’ 
exemptions or deductions. 

Difficuliy arises because of lack of in- 
formation receipts for many reasons. 
Several items of dividend and interest 
would not be subject to withholding 
such as interest paid by individuals and 
interest On Open accounts, notes and 
mortgages paid by individuals or corpo- 
rations. Partly non-taxable distributions 
are made by certain corporations, the 
amounts of which cannot be determined 
until after the close of the corporate 
year. Additionally, a large number of 
taxpayers receiving interest, in particu- 
lar, corporations and partnerships, are 
on an accrual basis; most wage earners 
are on a cash basis. Mr. Cohen ques- 
tioned whether the interest payor would 
withhold the tax on interest as it ac- 
crued or after it was paid. Estimating 
$5 billion as the amount to be withheld 
on dividends and interest, and this with- 
out information receipts, he pointed out 
that “a relatively small percentage of 
mistakes favorable to the taxpayer in 
the operation of the proposed system 
could wipe out the revenue benefits 
claimed for it.” 

The large number of claims for re- 
funds due to excessive and unnecessary 
withholding would result from payments 
to non-taxable entities such as chari- 
table, religious and educational organ- 
izations and pension trusts as well as 
to both corporations and individuals 
having either no net income or owing 
a tax less than the amount withheld. 
Mr. Cohen pointed out that the Asso- 
ciation’s studies indicate that the family 
income of the median mutual sharehold- 
er is about $7,000 while the average 
sie of a shareholder account is $4,000 
-.... It is important to consider,” he 
added later on in his statement, “that 
in view of personal exemptions and de- 
ductions, the effective tax rate on divi- 
dend and interest income does not reach 
20%, until the individual’s income 
teaches some $9,000 to $25,000, de- 
pending on his marital status, age and 
other factors. Hence overholding will 
exist in many cases of persons with 
lower levels of taxable income. “In men- 
tioning complications involved in filling 
out returns under the proposed with- 
holding scheme, particular reference 
was made to “the problem of the small 
interest and dividend receipts of minors, 
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who constitute more than 60 million 
persons.” 

The N.A.I.C. spokesman presented an 
alternate recommendation to the pro- 
posed withholding plan. Commending 
the Treasury’s public educational pro- 
gram started in the latter part of 1959, 
he concluded: “If this were continued 
and reinforced by public awareness of 
a substantial step-up in the sorting and 
matching of information reports, the 
coming use by the Service of automatic 
data processing, the introduction of tax- 
payer account numbers, the extension of 
the statute of limitations, and possibly 
the introduction of a special penalty, a 
substantial improvement in voluntary 
compliance should result.” 

Already shareholders receiving one 
fourth of investment company distribu- 
tions receive statements showing the 
total amount of annual dividends paid 
with the companies also reporting to the 
Service on form 1099, Through the fa- 
cilities of new machines, this system 
will probably eventually be adopted by 
most funds and other corporate dividend 
payers as well, Mr. Cohen observed. 
Many funds also have addressed special 
communications to shareholders over 
the last few years reminding them of 
their tax liabilites as dividend recipients. 

AAA 


e The April business activity index 


compiled by Morgan Guaranty Trust Co. 
at 144.9% of the 1947-49 average, or 
about midway between its prerecession 
peak and recession low, suggests that 
economic upturn is well established. 


Opposes Withholding on 
Interest 


President Kennedy’s recommendation 
for withholding income tax on interest 
and dividends at the source is likely to 
make saving less attractive and hamper 
savings institutions in their task of meet- 
ing the country’s urgent need for long- 
term capital, Edward P. Clark, president 
of the National Association of Mutual 
Savings Banks, warned last month. Mr. 
Clark, who also is president of the Ar- 
lington Five Cents Savings Bank of 
Arlington, Mass., commented as _fol- 
lows: 


“The mutual savings banks of the na- 
tion have cooperated energetically in 
assisting depositors to report interest 
paid to them for tax purposes. We are 
sorry that the President apparently be- 
lieves that improvement in reporting has 
been insufficient and that he feels it 
necessary to request Congress to insiti- 
tute withholding. 

“Although the proposal may be the 
least onerous of the withholding methods 
from the savings bank standpoint, it will 
cause substantial injustice to non-taxable 
depositors and will inconvenience the 
great majority of law abiding deposi- 
tors. 

“The disrupting of saving and invest- 
ment patterns which would result from 
withholding may well have serious 
effects on the economy. The consequence 
might well be to reduce individual sav- 
ings so vital to capital formation, home 
construction, and economic growth.” 
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A.LB. Meet Hears of Two-Way 
Street Between Trustmen and 
Lending Officers 


Trustmen and lending officers alike 
“must recognize that relationships be- 
tween the commercial bank and_ the 
trust department must travel on a two- 
street. Stetson B. Harman told a 
departmental conference at the 59th 
Annual Convention of the American In- 
stitute of Banking in Seattle on May 29. 
Mr. Harman. who is vice president and 
senior trust officer of First National 
Bank of Oregon. Portland, and presideni 
of this educational section of The Amer- 
ican Bankers Association, said that when 
trustmen and commercial bankers work 
together as a unit the result is increased 
profits in both areas. 

Trustmen themselves, he said, could 
be partly responsible for the impression 
that the trust department is a “room 
apart.” Perhaps. he said, “we tend to 
place too much emphasis on our highly 


way 


specialized cperation — the length of 
time it takes to develop and train a suc- 
cessful trust officer — but there is no 


factor which entitles us to remove our- 
selves from our fellow workers in an 
organization whose purpose is to pro- 
vide a public service and to earn a 
reasonable return for the stockholders.” 


NEW A.I.B. LEADERS 





M. C. TYNDALL, SR. 


FRED W. BRUSH 


Beneficiaries and trustors are “pres- 
ent or potential customers of other de- 
partments of the bank,” he declared, 
just as the commercial bank customers 
are often prospects for trust services. 

Marshall C. Tyndall, Sr., vice presi- 
dent, Bank of Delaware, Wilmington, 
was elected president of the A.I.B. for 
the coming year. Fred W. Brush, assist- 
ant vice president, Central National 
Bank of Cleveland, was chosen vice 
president. Mr. Tyndall succeeded Milton 
F. Darr, Jr., vice president of La Salle 
National Bank, Chicago. 

The 60th Convention of the Institute, 
which established an all time member- 
ship during the year exceeding 172,600, 
will be held in Atlanta, May 28-June 1, 
1962. Edward D. Smith, president of 
The First National Bank of Atlanta, has 


been named general chairman of the 





Convention Commit:ee. This will be the 
first time in Atlanta for the A.I.B. Con. 
vention. 

A A A 


School of Banking of the South 
to Hold 12th Annual Session 


The School of Banking of the South 
will conduct its 12th annual session June 
4-17 at Louisiana State University jn 
Baton Rouge. Orrin H. Swayze, execu- 
tive vice president of First National 
Bank, Jackson, Miss., will continue as 
director and some 575 bankers from 13 
Southern states will report for classes, 
including a full complement of 200 
freshmen. 

“Trust Department Procedures and 
Practice” will be taught by Troy Beatty, 
Jr., senior vice president and trust off- 
cer, First National Bank, Memphis, 
and “Investments” by William C. Racz, 
Trust officer, Chemical Bank New York 
Trust Co., New York, and Edward F. 
Thompson, vice president, Union Plant- 
ers National Bank, Memphis. Guest 
speakers will appear at evening semi- 
nars, and one evening will be devoted to 
a panel on economics. 

Since the School began in 1950 some 
950 bank officers have been graduated 
of whom 40 will return for a refresher 
course during the second week. 





For Trust Service 
in step with your customers’ needs... 


SUGGEST CaS 


Do you have a bank customer moving to Georgia? For 
alert and informed help with any estate problem, anywhere in 
Georgia, refer him to The Citizens & Southern. 

As Georgia’s statewide and largest bank, The C&S for 
more than 60 years has been providing Georgians with compe- 
tent management of income and property. 

Each of our National Bank Offices maintains a fully- 
equipped Trust Department. Our total trust staff numbers 110 
officers and other staff-members—specialists in all phases of 
Estate Management. They have the experience, facilities and 
know-how to produce maximum results at minimum cost. 

As a first step, suggest a get-acquainted visit to any 
C&S office, without any charge or obligation. 


TRUST DEPARTMENT 
The Citizens & Southern National Bank 
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Fiduciaries Need Dependable 


VALUATION OF CLOSELY HELD STOCKS 


President, 


ALUING CLOSELY HELD CORPORATE 
pre is an especially appropriate 
and important topic for discussion by 
bankers and trust officers because of the 
frequency with which you become in- 
volved in such cases. 

The instances in which your custom- 
ers will need supportable values for 
closely held shares are many and varied. 
In settling estates and determining the 
basis for estate and gift taxes, for ex- 
ample, it is obviously to the taxpayer’s 
advantage to have an independent valu- 
ation. Similarly, in estate planning and 
creation of trusts, it is frequently vital 
to know the value of closely held shares 
in order to anticipate estate and inheri- 
tance taxation. Appraisals of such stocks 
are also used in setting bid and ask 
prices in sales transactions and at the 
basis for stock option plans. In mergers 
of corporations, when the transaction in- 
volves stock transfer, an evaluation of 
the separate equities to be exchanged 
becomes critical so that exchange ratio; 
can be determined. 

The number of closely held corpora- 
tions for which accurate valuations are 
important is staggering. For roughly 
470,000 of the nearly 500,000 corpora- 
tions in industry and commerce in the 
United States, there is no public equity 
market. Among the 30,000 corporations 
traded publicly, only a few thousand 
stocks are traded with enough frequency 
to indicate their value. 

Among traded stocks quoted, market 
prices may not represent true value. The 
number of shares traded might be rela- 
tively small and transactions might be 
short range speculative purchases unre- 
lated to earnings capacity or future com- 
pany health. In another instance, the 
sudden entry of a large block of stock 
might suddenly depress prices below 
normal levels. The courts have recog- 
nized that quoted prices may not repre- 
sent fair market value for estate and 
gift tax purposes. In Strong v. Rogers, 
for example, the value finally determin- 
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From address before Fourth Southern Trust Con- 
ference, A.B.A., Jackson, Miss., May 5, 1961. 
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ed was but 40% of the New York Stock 
Exchange price. In this case, the court 
recognized the distortions induced by 
an abnormally high market generated 
by speculation. The courts have also 
held that blockage — the effect of sud- 
den dumping of large volumes of shares 
— can easily depress prices below fair 
market levels. (Thomas A. Standish v. 


U. S., 1947.) 


Which Value? 


Just as quoted market prices frequen'- 
ly do not represent actual values, so 
book values are seldom reflective of 
either market prices or actual value. 
The February, 1955, issue of The Ex- 
change, published by the New York 
Stock Exchange, contained this sum- 
mary of a study of the relationship of 
1,053 common stock prices to book 
value; none were selling at book value: 
42% were above book value: and 58% 
were below book value. Armour & Com- 
pany was selling at 32° of its book 
value, whereas I.B.M. was at 688%. 

The effects of blockage and specula- 
tion, as well as the weaknesses of using 
market prices and book value as the 
basis for valuing closely held shares 
suggest that no simple formula is avail- 
able. Because of this, the stockholder — 
or in estate and gift tax cases, the tax- 
payer — can suffer significant losses 
unless he has a supportable valuation. 

When an appraiser undertakes a capi- 
tal stock valuation in estate and gift tax 
cases, his task involves establishment of 
a fair market value, as well as the struc- 
turing of a hypothetical market in which 
the shares would freely exchange be- 
tween a willing buyer and seller, with 
equity to both and with full time for 
market exposure. 


In this hypothetical market, the ap- 
praiser assumes that the purchaser is 
buying equity in the corporation, plus 
an interest in future earnings and his 
purchase is in anticipation of ihose 
earnings. The valuation thus must be 
grounded in knowledge of the assets be- 


ing acquired and in their future produc- 
tive capacity and earnings. 


Taking the Long View 

Of critical importance is the long- 
term economic health of the corpora- 
tion’s industry group. Chlorophyl prod- 
ucis were healthy in 1952, for example, 
but by 1956 they had begun to enter an 
eclipse. The appraiser at work on such 
shares in 1956 would have the prob- 
lem of weighing the impact of this de- 
cline on equity values. Similarly, hula 
hoops made a spectacular entrance in 
1957, but unless the makers could con- 
vert capacity to other plastic lines, their 
capital shares would obviously have to 
be penalized shortly after market satura- 
tion and dwindling consumer interest. 

The volatility of an industry is not 
confined to consumer goods. The shift 
from stainless titanium for 
chemical processing equipment, for ex- 
ample, could easily reduce the value of 
shares of industries tooled exclusively 
for machining stainless steel. The shift 
from steel to aluminum could similarly 
affect the fair market value of stocks of 
exclusively steel fabricators. 

Aside from consideration of the eco- 
nomic health of the indus‘rial group 
under study, the appraiser must also ex- 
amine the relative health of the corpora- 
tion within its family. It might well be 
in an expanding and profitable line, but 
its own prospects might be poor because 
of internal problems such as obsolete 
or inefficient equipment with high oper- 
ating costs. Its building layout might 
generate high handling and communica- 
tion costs or its plant location in rela- 
tion to raw materials sources, markets, 
and labor supply might be poor. On the 
other hand, it might be in an especially 
favorable position in relation to compe- 
tition within its group. Many companies 
new to the South, for example, are in 
modern buildings with modern equip- 
ment, and close to an abundant suvply 
of favorably priced labor, raw materials, 
and a growing market, with the textile 
industry an historic example. 
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Health of Management 


Another factor is internal manage- 
ment. If progressive and alert to profit 
opportunities, with a second echelon of 
able executives who can assume their 
superiors duties at an appropriate time, 
if sales policy and promotion effort are 
aggressive, then its capital stock is more 
valuable than that of one burdened with 
overly conservative management, a few 
key men near retirement age with no 
trained replacements and an extremely 
cautious sales program. 

Very significant is the trend of sales 
and earnings. And the appraiser must 
also relate the ratio of earnings to sales 
over a period, to determine whether 
earnings and gross profit have a down- 


ward or an upward tendency and 
whether there is danger of unhealthy 
fluctuations in operating costs. If the 


ratio of earnings to sales is lower than 
common in comparable companies, the 
company may be marginal and the ap- 
praiser must recognize that fact in his 
valuation. 

Capital structure is also an important 
consideration in setting stock values. 
The appraiser must ascertain net current 
asset position and ask himself whether 
the company is so low on working capi- 
tal that it must discount receivables, 
whether there is a significant bad debt 
record, and whether the notes payable 
exceed the amount reasonably to be an- 
ticipated as income to permit their re- 
tirement without harmful reduction in 
working capital. Inventories also re- 
quire close scrutiny as to whether Lifo 


or Fifo is used. Inventory analysis must 
also expose whether there is a high vol- 
ume of excessively slow moving items 
that tend to overstate actual inventory 
value. It is- also important to know 
whether a firm has recently changed its 
method of inventory accounting. In one 
case in which our company was involved 
as appraisers, we found that the com- 
pany had never carried work in process 
in inventory, but had expensed labor 
and overhead on items carried in inven- 
tory. In the last year studied, however, 
the company had changed its policy and 
had included work in process as an as- 
set and it therefore showed an unusually 
high profit in the year of change. 


Seek Out All Facts 


Other hidden assets are frequently en- 
countered in a searching capital stock 
valuation. Patents, royalty agreements, 
favorable leases, negative covenants, li- 
censes, and other intangibles may have 
important influence on earnings. Early 
termination of patent life or franchise 
agreement might have a depressing ef- 
fect on future earnings. 


And just as hidden assets have a bear- 
ing on value, so fixed assets frequently 
need a fresh examination. Whereas it is 
often true that buildings and equipment 
may have a value as part of a going 
concern substantially above undepreci- 
ated book value, this is not necessarily 
significant. However, of great signifi- 
cance is the question of whether addi- 
tional investment in fixed assets will be 
required to continue or maximize an- 
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nual net income. If additional capital 
contributions are requested, the valua. 
tion and its supporting report should 
recognize that fact. 

In the investment portfolio, not only 
must listed securities be studied, but if 
the company under study has ownership 
in unlisted companies, an investigation 
of these equities may also be required, 

In cases involving sale or merger, it 
is very necessary to consider the purpose 
of the transaction. If, for example, in 
acquisition or merger a company with a 
loss history is acquiring a_ profitable 
company to take advantage of its tax 
loss carry forward, then the value of 
the profitable company to the loss com- 
pany is greater than would be the case 
if the loss did not exist. If a company 
acquires one of its principal suppliers 
or sales outlets in a vertical consolida- 
tion program, there are savings genera- 
ted by lower materials costs or by in- 
creased profitability. The problem is 
who should benefit by the potential sav- 
ing produced by the merger or acquisi- 
tion: the buyer or the seller? In all fair- 
ness, the benefits should probably be 
shared by both. 

Most significant in investigations for 
inheritance tax valuation is the assembly 
of statistics for comparable or near com- 
parable companies whose stock is active- 
ly traded in recognized markets. At 
times the selection of comparative com- 
panies can be difficult because the firms 
for which public financial information is 
available are normally larger and more 
diversified than are closely held corpo- 
rations. 

In making comparisons, the goal is 
to place operating results of the selected 
companies in as nearly the same frame- 
work as possible to establish their rela- 
tive financial strength and operating 
performance. This requires study and 
adjustment o fsales, earnings. income ra- 
tios, inventory turnover, and debt. 

When the analysis is completed, the 
appraiser should be able to say with 
authority that if a prudent investor 
would pay what he has in fact paid for 
shares of the comparable companies, he 
should be willing to pay a given amount 
for shares in the closely held corpora- 
tion. In short, the analysis is designed to 
demonstrate what a knowledgeable in- 
vestor would be willing to pay for the 
stock had the same facts been available 
for the subject closely held company 
as were available for the published com- 
panies. 


Major or Minor? 


Perhaps the most essential considera- 
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tion is whether the stock being studied 
represents a minority or majority hold- 
ing. Majority control can influence divi- 
dend payvut, level of reinvestment, ex- 
ecutive compensation, policy on addi- 
tional stock sales, and company opera- 
ting policy. Frequently, minority inter- 
ests are locked in; they have little voice 
on vital questions, and precisely because 
they are minority interests, the market 
for their securities is penalized. There 
are scores of companies in which minor- 
ity stockholders are unable to sell their 
interests and on which they receive no 
return because the majority stockhold- 
ers, who are typically in charge of man- 
agement, use executive compensation 
rather than dividends to extract profits. 
Occasionally, situations of this kind 
lead to court actions, but unless the 
company is nearly insolvent, there is 
little change of breaking loose the in- 
vestment represented by minority hold- 
ings. 

A change in the form of ownership 
can also influence stock values. Under 
Sections 1371 through 1375 of the 1954 
Revenue Code, a domestic corporation 
with no more than ten individual stock- 
holders and having but one class of 
stock can elect to be taxed as a part- 
nership. Under this provision, the Fed- 
eral corporate income levy is not ap- 
plied, and the tax paid on profits is the 
same as ordinary income taxation. The 
advantages of this section to taxpayers 
are significant, since opportunity is 
given to avoid taxation at the corporate 
level. If however, any of the stock of a 
corporation invoking this option passes 
into more than ten hands, or if another 
corporation or partnership acquires any 
of the stock, then the option is not per- 
mitted, and corporate income taxes be- 
come effective. 

Since return on investment is reduced 
through corporate income taxation, the 
value of stock in closely held corpora- 
tion will decline in value to compensate 
for the tax when the form of ownership 
changes. Unfortunately, it is not always 
possible to predict whether the form of 
ownership will change, since it is pos- 
sible that one person in a closely held 
company will sell to another person 
who may in turn sell his stock to sev- 
eral persons and make Sections 1371 
through 1375 inoperative. 

Market values of closely held stocks 
are frequently penalized because the 
market in which they are available for 
sale is limited. Located in a_ small 
town and with reputation restricted to 
a narrowly confined region, stock own- 
ership would not be highly liquid, like 
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a listed security, and the potential in- 
vestor would expect a compensating dis- 
count. 

Finally, the restrictions that surround 
corporate shares should be considered. 
In many closely held corporations, the 
articles and by-laws provide options of 
first refusal and purchase options by the 
corporate treasury or original stockhold- 
ers. In other cases, stockholders are pro- 
hibited from pledging their shares as 
security for personal loans. The most 
restrictive provision is the option to pur- 
chase at a predetermined level. A minor- 
ity stockholder may need or desire to 
sell his interest, but he may suffer a con- 
siderable loss if the corporation or other 
stockholders by corporate by-laws have 
a purchase option at a level below the 
appreciated level of a security. 

To illustrate some of the intricacies 
of capital stock valuation, let me briefly 
touch on one case. A family owned com- 
pany had assets stated at $11,000,000. A 
gift of 200 shares of common stock was 
made at a stated value of $100 per share. 
The valuation was contested on the 
premise that the book value of $8,500 
was correct. 

An investigation disclosed several in- 
ternal problems. Earnings were declin- 
ing, management poor, no dividend pay- 
out, no market for the stock, and — 
most important — the books showed a 
cumulative preferred stock arrearage of 
$3,500,000. A forecast of earnings point- 
ed to some 20 years to pay off this ar- 
rearage. 

On the premise of the current capital 
structure, the common stock had no 
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value. In a hypothetical reorganization, 
assuming that debentures would be is- 
sued to wash out preferred stock ar- 
rears, and new preferred stock issued 
with a realistic dividend rate, the equity 
appeared much better. On this basis, the 
case supported a fair market value for 
the common stock of $550 as contrasted 
to book value of $8,500. 

The problem of valuation of closely 
held or non-traded equities can, as you 
know, involve the trust officer for pro- 
bate or estate administration, inheri- 
tance tax, purchase or sale, or litigation 
by minority interest. In any case, pro- 
tection of your trusteeship is best as- 
sured by careful assembly of the facts, 
thorough analysis, and competent pres- 
entation supported by experienced testi- 
mony if required. My own exposure 
prompts me to view askance many rule- 
of-thumb formulas such as rigid per- 
centages of book value or rigid multiples 
of earnings. 

A A A 
GSB MEETS 

The June resident session of the Ston- 
ier Graduate School of Banking at Rut- 
gers University, under the auspices of 
the American Bankers Association, is 
scheduled from June 12 through 23 and 


attendance of nearly 1,100 student 
bankers is anticipated. 
As features of the course in Eco- 


nomics of Banking and Business, there 
will be forums on June 14 and 21 under 
the direction of prominent economists. 
The first session will be devoted to dis- 
cussion of the United States and its in- 
ternational balance of payments, while 
the second will explore the business out- 
look. 
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Way A QUALIFIED PLAN? 


Dangers Inherent in “Do-It-Yourself” Deferred Compensation 


J. W. COCKE 


Certified Public Accountant, Jackson, Miss. 


E LIVE AT A TIME WHEN “DO IT 

Yourself” seems to have become a 
national pastime. It is not surprising, 
therefore. to find that some business 
people decide to set up their own retire- 
ment programs, act as their own trust2¢ 
and not concern themselves wiih the 
troublesome legal or tax aspects of a 
qualified retirement or pension plan. 
They plan to do it themselves and save 
all the fees and costs of a qualified plan, 
modest though they be, and arrive at the 
enviable position of having consumed 
their cookies only to find that they yet 
remain. 

The Treasury Department exempts 
qualified plans from current taxation in 
order to achieve some desired social ob- 
jective. Of course, a plan of this type 
is only governmental paternalism or, if 
you please. “socialism,” when you are 
not covered by a plan; but, be that as 
it may. we find that in the process of 
trading our national symbol for the fig- 
ures of a mother hen we become more 
concerned about security in our declin- 
ing years than we are about our free- 
dom. 

With increasing inflation a certain 
prospect, and tax reduction dangled in 
front of the overburdened taxpayer like 
a carrot held in front of a plodding 
donkey, we will find more and more 
need for any plan to supplement the in- 
come of the day when everyone will be 
on Social Security. So let’s convince the 
business man that what he needs is a 
plan that meets the requirements of the 
Treasury Department. Perhaps one of 
the best ways to explain is to recount 
the sad experience of nonconformists 
who have set up independent or individ- 
ualized plans. 


Choice of Plan 


A qualified plan must qualify at all 
times and if not amended before the 
last day of any year to comply with 
administrative rulings or Legislature 


changes, you may find that you auto- 


From address before Fourth Southern Trust Con- 
ference, A.B.A., Jackson, Miss., May 5, 1961. 
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matically have a nonqualified plan. Is 
the nonqualified plan to be funded or 
nonfunded? The funded plan is excel- 
lent if you want to assure the employee 
that at the desired time he will find his 
retirement funds available; however, 
that is just about its only claim to ex- 
cellence. Attempts to underwrite unqual- 
ified plans have frequently resulted in 
tax disaster. On the other hand, the 
nonfunded plan is quite often only a 
declaration of intent, or the expression 
of the hope, that the employer will be 
making enough money at the retirement 
of the employee so that he can pay the 
employee. 

Prior to the Revenue Act of 1942, it 
was possible for employers to enter into 
funded deferred compensation agree- 
ments with key employees, which would 
defer tax on the employees’ income and 
yet permit the employer a current de- 
duction. Now such an arrangement will 
not qualify as a nondiscriminatory plan 
under Section 401(a). 

If the arrangement is funded either 
by the purchase of annuity or a contri- 
bution to a nonqualified trust and the 
employee’s rights are nonforfeitable at 
the time of contribution, the employee 
will be taxed in the year of contribution 
although he will receive no cash until a 
later year and even though he has no 
right of possession, cannot pledge nor 
has the right to commute his interest 
(I.R.C. Section 402(b), 493(b)). The 
employer obtains a deduction in the 
year of contribution. 

If the arrangement provides that the 


employee’s rights are forfeitable at the’ 


time of the contribution, he is not taxed 
in the year of contribution nor in the 
year when his rights become nonfor- 
feitable. He is taxed upon the receipt 
of cash payments, except in the case of 
an annuity; and the employer is never 
entitled to a deduction. 


Morse and the Code 


In Morse v. Comm., 202 F 2d 69, we 
find a different twist applied to a funded 
contract involving forfeitable and non- 


forfeitable rights. Morse was a Chrysler 
employee who had reached 70 and could 
not qualify for the company pension 
plan. There were three people in this 
category, and the board of directors by 
formal action decided to purchase an- 
nuities in 1941 to pay these employees 
$250 per month on retirement. In 1943, 
Mr. Morse retired and in that year re- 
ceived $3,000 in monthly payments 
from a contract that provided by the 
endorsements that it was not transfer- 
able, subject to commutation, anticipa- 
tion, or encumbrance or in any way sub- 
ject to the debts of the annuitant or to 
legal process except as otherwise pro- 
vided by law. The Commissioner suc- 
cessfully claimed that Morse received in- 
come in 1941 and 1943 approximating 
twice the cost of the annuity, but then 
conceded that Morse received income in 
1943 only equal to the cost of the an- 
nuity less the payments received by 
Chrysler. 

The Morse case is an excellent exam- 
ple of the tragic results that can obtain 
without careful planning and the use of 
proper form, and without the employee 
having anything to do with the plan. It 
is anticipated that the Treasury will con- 
tinue to look with disfavor on any plan 
that does not meet the requirements of 
the Code, and it is impossible to predict 
the tax consequences of a nonqualified 
plan. 

It would appear that the only place 
2n annuity can have in a funded plan 
is where the annuity is only security, 
or where the employer holds it as an 
investment. However, in case the com- 
pany encountered financial difficulties, 
the employee would have only the status 
of a general creditor, which status would 
have no appeal to the average employee. 

At this point it would be well to state 
that Section 402(a) (2) provides long 
term capital gain treatment to the pay- 
ment within one taxable year of the 
total amount received on account of 
death or separation from service under 
a qualified plan, but distributions from 
plans or trust that do not comply with 
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Section 401(a) or 501(a) do not re- 
ceive this treatment, as all such distribu- 
tions are taxed under rules concerning 
annuities. 


Unfunded Approach 


Most practitioners insist that deferred 
compensation agreements must be exe- 
cutory on the part of the employee both 
before and after retirement and, at the 
same time, must not be funded. If not 
funded, what protection is afforded the 
employee? What assurance is provided 
that the employer will have the funds 
to meet these obligations? Quite often 
the only recourse will be to the courts. 

The*whole theory of unfunded plans 
hinges on the premise that there is no 
taxable value in a mere contract right 
to receive a later payment incapable of 
present evaluation. Another theory 
would seem more logical in that an em- 
ployee who may not compete and who 
must render consulting or advisory 
services after retirement has no fixed or 
determined right upon which a tax could 
be imposed; however, the present state 
of the law in this regard is seemingly 
fluid. 

In plans of this type, the conditions 
precedent and subsequent must have 
real meaning and are in no instance to 
be considered mere verbiage or mean- 
ingless formality of the draftsman’s art. 
Some interesting things can happen in 
this area. Suppose there was an agree- 
ment not to compete and through dis- 
ability the employee could not compete. 
Or suppose that the business itself was 
discontinued but funds were set aside 
for the continued payment to the em- 
ployee. These questions remain unan- 
swered, 

It has perhaps occurred to you that 
you might make an unfunded deferred 
compensation contract, then request a 
ruling from the Internal Revenue Serv- 
ice as to the tax consequences to the 
employee. The Service will decline to 
tule, leaving this matter to be settled on 
the audit of the tax returns of the em- 
ployee. Needless to say, that will not 
provide any comfort to the employee. 
The Service will issue rulings as to the 
deductibility by the employer of de- 
ferred compensation payments. 

There is one thread woven through 
all nonqualified plans, that being the 
narrow line that must be followed to 
Prevent immediate taxation to the em- 
ployee. However, immediate taxation is 
not as bad as the results that are ob- 
tained if you find the annuitant taxed 
on the entire value of his contract at 
the date of retirement. Therefore. our 
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“Do It Yourself Business Man” must 
ever be alert to see that there is no 
constructive receipt or the conferring of 
an economic benefit that is capable of 
evaluation for tax purposes. 


Stock Options 


The nonrestricted stock option has 
also possessed a fascination for the few 
remaining rugged individualists in our 
business society. A number of notable 
successes were scored, and for a time it 
seemed that the nonrestricted option was 
much more rewarding than the statutory 
procedure, but the government made 
these ideas somewhat unpopular when 
they won LoBue, 351 U.S. 243 (1956). 
Since LoBue, some practitioners have 
taken the position that to attempt a 
nonstatutory option will require more 
than bravery and that there is the possi- 
bility of tax at ordinary rates at the 
time he opion is granted and at its ex- 
ercise, provided that the option is below 
market in both cases. 

Another hazard to stock options has 
appeared, for both the restricted and 
nonrestricted type, that being the posi- 
tion advanced by the corporate regula- 
tion division of the Securities and Ex- 
change Commission. This division takes 
the position that such options dilute 
stockholders’ equity and do not neces- 
sarily produce anything of value to the 
stockholders. For the uninitiated to try 
to set up a successful stock option is 
somewhat akin to trying to steal a horse 
before you learn to ride. 

In fact, the entire area of retirement 
planning is no place for en amateur. 
The nonqualified plan often produces 
unexpected and crippling tax problems 
at a time security is anticipated. It pro- 
duces worry and frustration when peace 
and quiet are the desired objective. 

A qualified plan will, on the average. 
produce more dollars for retirement, at 
less tax cost, with more peace of mind, 
than any other plan, scheme, or gim- 
mick that has been conceived or devised 
by the fertile imagination of man in his 
search for a means to disinherit the 
Collector of Internal Revenue. 


A A A 


PENSION PLANS APPROVED 


e During the first quarter of this year 
1,387 pension or annuity plans were ap- 
proved by the Internal Revenue Service. 
In addition 1,252 profit-sharing plans 
were qualified under Sec. 401(a) of the 
Code while three stock bonus plans were 
approved. There were 16 disapprovals of 
pension plans and 17 profit-sharing 
plans. 
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TRENDS IN RETIREMENT IRUSTS 
outhoast Area 


Vice President and Trust Officer, The Merchants National Bank of Mobile, Ala. 


OMMISSIONS AND FEES ON PENSION 
C and profit sharing trusts in the Fed- 
eral Reserve Bank, Sixth District* to- 
taled $624,000 for the 31 banks report- 
ing in 1960, as against $276,200 for the 
30 banks reporting in 1956. In the re- 
spective years 27 banks had 1394 and 
691 such accounts, valued at $213,299,- 
000 and $96,187,000. 

As these figures are for the Sixth Dis- 
trict only, which does not include all 
the southern states, I addressed a letter 
to a number of banks in the South, re- 
questing the benefit of their information 
and experience. The approximate ratio 
of total assets of retirement trust funds 
to total trust assets ranges from two per 
cent to 31.7 per cent, although of the 
17 banks answering the questionnaire, 
nine had a ratio of less than 1114 per 
per cent and the number of accounts 
ranged from nine to 275. The first trus- 
teeship under an employee benefit plan 
was received by a southern bank in 
1940. There was considerable activity in 
the development of retirement plans un- 
der insurance policy funding and those 
funded under other arrangements. 

It was found that employee trust fund 
operation by banks represents desirable 
trust business from the viewpoint of 
service to customers and organizations 
that do business with the other depart- 
ments of the banks, and that, generally 
speaking, obtainable schedule of fees is 
adequate and the type of business profit- 
able, except it may be concluded that 
the cost of obtaining the trust business 
runs comparatively high, although re- 
sults may be expected profitwise sooner 
than under other types of trust business, 
such as will appointments, living trusts, 
and testamentary trusts. 

Many banks in the larger cities of the 
Southeast have special departments that 
handle development work as well as the 
operation of employee trusts, although 

From address before Fourth Southern Trust Con- 
ference, A.B.A., Jackson, Miss., May 4, 1961. 


*Furnished by W. M. Davis, economist and man- 
ager of research department. 
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most banks in the area have found that 
it is quite possible as well as practicable 
that bookkeeping, investment, vault, and 
statement procedures be handled in vol- 
ume within the framework of the per- 
sonal trusts setup already established. 


Most of the cities in the South are in 
the semi-industrial class, which leads us 
to view what kind and how much trust 
business has resulted, and of what our 
prospects are for the future. 


In only a few of the larger cities and 
in the larger banks, solicitation of this 
type of business is handled by trust de- 
velopment men who specialize in the 
development of retirement trust busi- 
ness, while in other areas, most of the 
solicitation is performed by trust officers 
as a part of an all-around program for 
the development of trust business. Less 
than half of the banks use men especially 
trained to develop retirement business. 


It is necessary and recommended that 
regardless of type or magnitude of de- 
velopment, it is essential to provide 
some regular program of advertising, 
such as periodic mailings with return 
cards, monthly or quarterly publica- 
tions, although we found that only about 
half the banks reporting have such pro- 
grams, 

Following the passage of Internal 
Revenue Act of 1942 under which tax 
advantages were permitted under re- 
tirement plans qualified with the U. S. 
Treasury Department, many banks were 


not sure whether their role was to act: 


as trustee under insured types of plans, 
and merely hold policies, receive de- 
posits, and pay premiums, or whether 
the funding by arrangements where con- 
tributions are made in cash to a bank 
as trustee and invested as trust funds 
was preferred to funding under insur- 
ance or other methods; I believe that 
in some areas some doubt exists today. 
In fact, in answering the questionnaire, 


‘three banks said that they would wel- 


come fully insured plans, and six would 


welcome split funding plans, while the 
majority said they would accept both of 
such types of plans. As for funding pro- 
moted by mutual investment companies, 
only one bank would welcome such ar- 
rangements while 10 would accept. 


The “Competition” 


Trust institutions have probably done 
more to promote and sell life insurance 
than any factor outside of the insurance 
fraternity. However, in the field of em- 
ployee retirement plans, we found our- 
selves in an area of competition in fund- 
ing methods between trust institutions 
and insurance companies; and while the 
advantages and merits of the trust prod- 
uct are recognized by many trustmen, 
actuaries and consultants, accountants 
and tax men, the competitive area is not 
always clearly defined as a policy of 
trust institutions. 

Some institutions consider themselves 
as competing with insurance companies 
for the methods of funding retirement 
benefits under pension and profit-shar- 
ing plans, while some do not. We should 
give more publicity and advocate the 
merits and advantages of the trust prod- 
uct which go well beyond the arguments 
of lower costs. They include greater 
flexibility to design a plan to suit indi- 
vidual requirements, ease of amend- 
ment, control of contributions, benefit 
of investment returns and equity appre- 
ciation. In addition, the benefit of ad- 
vice from independent consultants, ac- 
tuaries, accountants, and banking rela- 
tionships is included. 

That a clear understanding should ex- 
ist is recognized by some trust organ- 
izations, and the area of competition is 
generally made known to_ insurance 
company underwriters. The responses 
indicated a diversity of competitive 
practices in the acceptance of trustee- 
ships under insured type of retirement 
trust business, and cooperation with un- 
derwriters, and advocating the merits of 
the trustee funding. 
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In answer to one of the questions, 
only a few expressed themselves as 
“working with” insurance companies in 
developing retirement trustee services 
through individual policy plans and 
split funding methods. Most have found 
themselves in the position of having cus- 
tomers Or noncustomers approach them 
for an opinion from a financial stand- 
point, with respect to the adoption of a 
retirement plan, funded by insurance 
methods. 

We had a variety of comments from 
trust institutions, ranging from “not if 
the prospect comes to us as a direct re- 
sult of the work of an insurance agent,” 
“no set rule,” to the strong expression 
that the trust officer is under a duty to 
point out advantages of the trust fund 
method of funding. The latter idea pre- 
dominated. However, it would appear 
that if your customer brings this prob- 
lem to you, the bank would be under 
a duty to show the comparative advan- 
tages of a trusteed plan with respect to 
flexibility, costs, administration, and re- 
lation to customer’s financial status and 
prospective future. 


The Southern Field 


In the Southeast area the field for ob- 
taining employee benefit trust business 
lies in small organizations. There are 
only a few cities in the South in which 
large national corporations have their 
main offices; and inevitably, trust busi- 
ness under their retirement plans will 
go to banks in the cities in which head- 
quarters are interested. As a matter of 
fact, some retirement trust business in 
the South has been lost to trustee banks 
in larger cities through consolidations 
and mergers of smaller area corpora- 
tions under which the local bank was 
serving as trustee for their individual 
retirement plans. 

The medium-sized type of corpora- 
tions in our area, to a large extent, have 
already adopted retirement plans, and 
the field for new business is not as wide 
as it was a number of years ago. 

With the future in new trusts lying 
with the smaller organizations, we ex- 
press the idea that there are many ex- 
cellent organizations in the United 
States which are consultants in the field 
of employee retirement plans, and ac- 
tuaries who do consulting work. How- 
ever, it is only natural that bank cus- 
tomer organizations or noncustomers 
will turn to a bank for advice in estab- 
lishing pension and profit-sharing plans 
if the bank has developed a reputation 
for experience and skill in the handling 
of employee retirement plans. 
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The Approach 


Many of these small companies can- 
not afford or will not employ a profes- 
sional consultant, although the bank 
may recommend it, and therefore, the 
trust institution may act as nonprofes- 
sional consultant up to the point where 
actuaries, accountants, and attorneys 
are needed. That is, it will obtain em- 
ployee data from the prospect, as to 
history and financial status and earn- 
ings experience, which could lead to ad- 
vice or recommendation in some form 
of a proposal, first as to whether profit- 
sharing or a pension plan would best 
fit the needs and objectives of the com- 
pany. 

As the next step, the bank would sug- 
gest conferences with tax advisers and 
attorneys and, in many cases, act as 
intermediary among the actuary, attor- 
neys, tax accountants, and the company. 
As a part of this service, a representa- 
tive of the trustee attends all confer- 
ences with such professional people, as 
well as occasionally sitting in on inter- 
views with Internal Revenue Service 
agents, if suggested or requested. 

This specific service program of de- 
velopment is followed by a majority 
of the banks, although some give only 
general recommendations and 
jointly with professionals. 


work 


Procedures 


A trend has been defined by many 
banks in some areas, that relates to the 
nature and duties that should be per- 
formed by the trustee, by the company, 
and by the usual retirement or admini- 


strative committee appointed by the 
company. Under trusteed pension plans, 
the retirement plan will be separate 
from the trust agreement, and the only 
duties of the trustee will be to perform 
its usual functions: the investment of 
the trust fund, making disbursements to 
beneficiaries or disbursing agent, and 
rendering reports and statements. 


Under many plan arrangements, how- 
ever, particularly profit-sharing, there 
appears to be a predominance of the 
idea that all procedures be handled un- 
der one trust instrument, which includes 
the details and administration of the 
plan and trust, under which the trustee 
effects evaluation of the trust fund and 
of the interests of participants, and keeps 
individual accounts of participants in 
addition to performing investment and 
settlement features functions. It has been 
strongly advocated in some areas that 
the role of the trustee should be con- 
fined to the investment of the trust fund 
and the payment of benefits, and the plan 
should be included under a separate ar- 
rangement. It appears that most trustees 
prefer separate instruments, though 
none insist, but will accept duties under 
one instrument. Some objected to keep- 
ing individual records of participants, 
but it appears that the general practice 
is to welcome or accept the keeping of 
such accounts as a needed service to 
the corporation, particularly to smaller 
organizations. 


Developing Prospects 


The answers to the questionnaire in- 
dicated that the majority of the institu- 
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tions believe that the prospect for trusts 
under pension and profit-sharing plans 
is excellent or good. The opportunity for 
trustee business under individual policy 
plans was poor or fair, which opinions 
also apply to conversion of insured 
plans and the mutual funds promotions. 
It is difficult to gain a receptive ap- 
proach to a corporation for the purpose 
of showing the advantages of a conver- 
sion, because in most organizations the 
chairman of the pension committee, the 
president, or someone in the organiza- 
tion is usually responsible for having 
adopted the plan, and he is certainly 
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wedded to the idea which he promoted 
originally, and is prone to take con- 
structive suggestions as criticisms 

As to the use of special methods in 
the development and operation of em- 
ployee benefit funds, about half of the 
banks reporting are obtaining company 
history and personnel data for the pur- 
pose of submitting proposals to pros- 
pects, and actually submit proposals. A 
few banks said they are using “Trustee 
Service Program for Pension and 
Profit-Sharing Plans,” a well rounded 
plan suggested by a nationally known 


firm of consulting actuaries, which 
strongly advocates the trusteed plan, 
and which includes a program with 


printed media for an educational series 
of mailings to prospects, cooperation of 
bank officers, master booklet and form 
for obtaining organization and person- 
nel data; and some are operating de- 
velopment programs furnished by lead- 
ing firms specializing in trust develop- 
ment plans. The majority are developing 
relationships with accountants and tax 
advisers, which would lead to trust busi- 
ness: are giving talks before civic clubs, 
etc.; and are acting in liaison among or- 
ganization, actuaries, accountan's, at- 
torneys, and other professionals. A num- 
ber of the banks are furnishing attorneys 
with suggested forms of agreement. 
Only three banks among those reply- 
ing are furnishing an operating manual 
to the organizations under whose retire- 
ment plans they are serving as trustee. 
As one of the banks that is doing this, 
we would like to point out that while 
this is a job that requires care and is 
initially expensive, it leads to an im- 
mediate mutual understanding between 
representatives of the company in oper- 
ating procedures and communication 
between the company, the administra- 
tive committee, and the trustee. The 
preparation of an operating manual, in 
the long run, saves much time in getting 
the plan under way, in the performance 
of periodic duties, the furnishing of 
statements, depositing and receiving of 
contributions, allocations under profit- 
sharing plans, making payments to par- 
ticipants, and related activities. It is 
particularly effective in pro ‘it-sharing 
plans, although we find that many actu- 
aries also furnish manuals; in these 
cases, the bank usually supplements 
them with the forms needed in the rela- 
tionships among the trustee, the admin- 
istrative commiitee, and the company. 
Of the banks reporting, about half 
are using collective funds for the invest- 
ment of qualified employee benefit plans 
as provided under Subsection C of Sec- 





tion 10 of Regulation F 


of the Federal 
Reserve Board, and none of these limits 


the amount of participation by any one 
organization. They are using such col. 
lective funds in most small to medium. 
sized trusts. 


Keogh Plans 


With reference to the proposed legis. 
lation for self-employed retirement plans 
under the familiar Keogh Bill, only 
three answers indicated that there would 
be a large volume of desirable trust busi- 
ness; one, a moderate amount of de- 
sirable business; two, a smal! volume of 
desirable two, unprofitable 
business; one, business to be avoided; 
and 11 expected that the result would be 
a moderate amount of marginal business 
from a profit standpoint, but desirable 
from the viewpoint of service to cus- 
tomers in the development of personal 
trusts and will appointments. I believe 
that the rather pessimistic view taken is 
not justified — if the legislation is 
passed in such a manner that trust in- 
s‘itutions can be of service, which we 
believe it will, the service will be needed 
end wanted by a large part of the self- 
employed public. 

Our institution sent out a question- 
naire similar to one sent out by the 
Bank of New York to self-employed 
people.* It went to 1,600 names of self- 
employed doctors, lawyers, and account- 
ants in the Gulf Coast area. About 40 
per cent replied indicating that they 
favored the legislation. Most of them 
had no old-age retirement plan of any 
kind; and of those replying, 89 per cent 
stated that in general they would like 
to have their programs handled by a 
bank as trustee. Clearly, here is an op- 
portunity for service, We must equip 
ourselves to handle the business with 
automation and other modern methods, 
and charge adequate fees; but signifi- 
cantly important is the great need to 
move as promptly as possible if legisla- 
tion is passed. 

We will all need legislation in our 
own states to provide for this type of 
trust, to avoid rules agains! perpetuities 
and accumulations, obtain exemption 
from state income tax, and permit col- 
lective investment of funds. Above all, 
the rapidity with which we act is most 
important, since competition will cer- 
tainly enter the field promptly with 
thousands of salesmen; and if our su- 
perior product is not available, the self- 
employed most certainly will be sold on 
a competitive program before we are 
equipped to handle it. 


business; 


*See T&E, June ’59, p. 534. 
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power can be wasted by inefficient and 
outmoded practices. Soul searching and 
research are necessary to keep abreast 


A Look At The Trust Business its 'sictnit spon 


ALBERT C. SIMMONDS, Jr. 


President, New York State Bankers Association; 
Chairman, Bank of New York 


OST OF MY BUSINESS CAREER HAS 

been spent on the commercial side 
of a bank. My knowledge of the trust 
business has been obtained through 
osmosis; but what I see I like. 

A bank is a one-stop service organ- 
jation dealing with money. Our services 
are varied and flexible. We are willing 
and able to provide financial services of 
all types for all kinds of eligible custom- 
ers regardless of size. 

In performing our trust and banking 
functions, we have an inherent respon- 
sibility to our public that goes far be- 
yond the profit motive. Our main task 
is to safeguard our customers’ funds, be 
they deposits held in the commercial 
banking department or assets held in the 
trust department. We are failing in our 
duty if at any time we put anything 
above this responsibility. 

We are in a very competitive industry. 
Not only are we meeting competition 
among ourselves. but we must also face 
intense competition from other financial 
organizations. This competition is all to 
the good. We should welcome it. By 
continually striving to meet it, our banks 
will perform more efficiently and be 
more able to satisfy the future needs 
of our customers. 

Ten years ago. I would have been 
critical of the operations of trust de- 
partments. Many of you probably re- 
member the study made by Ebasco Serv- 
ices for the Trust Division of the New 
York State Bankers Association. Five of 
the nine trust departments — studied 
showed losses on their operations. Trust- 
men certainly did something about the 
situation. Through your efforts, statu- 
tory rates were adjusted to permit a 
profitable operation. In your individual 
trust departments, modernization and 
new management tools cut costs and 
trust department sales have increased. 

The result today is a profitable trust 
department in most metropolitan banks. 
They are no longer a necessary evil to 
be tolerated by the commercial banker. 


ecCc7-——— 


: Excerpts from remarks before Spring Trust Meet- 
Ing of Groups VII and VIII, Trust Division, 
NYSBA, New York, May 11, 1961. 
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ties of using modern bookkeeping and 
computer devices. If we do not keep a 
weather eye on the paper work, we 
will be buried under it; an observation 
which applies not only to the trust de- 
partment but also to all parts of the 
bank. Certainly machines will not do all 
The trustman is a welcome partner, the our tasks for even with the most modern 
trust department is an important con- Magic brain, we must continue to main- 
tributor to bank earning power. tain a personal touch with our customers. 

What about the present? Are develop- On the banking side of our fence, we, 
ments taking place that we should be too, are looking for more profitable ways 
aware of if we are to meet our obliga- to serve our public. We are always on 
tions to our customers and to our stock- the alert for new and challenging fields 
holders? You have the responsibility for of endeavor. As our economy grows, we 
investing billions of dollars for trust Will be there assisting in its growth. 
and other types of accounts. I suspect Our loan volume has been good, and the 
most of you feel that common stocks in ate of interest received has supported 
appropriate situations are proper trust the high cost of providing service to 
media. I would not question this belief. Our Customers. 
But a look at corporate earnings will Trust men and women and the com- 
show that in recent years profit mar- mercial bankers are not on opposite 
gins have shown a declining trend in sides of the fence. All are part of the 
the face of sharply rising stock prices. same crew, each one complements the 

In all of the clamor for full employ- other. Our trust operations bring in de- 
ment and higher personal incomes, we  P0S!ts to the bank; weal bank personnel 
must not lose sight of the fact that seek trust relationships as they solicit 
adequate profits must support the capi- bank business. Together they make a 
tal requirements of our American cor- wonderful team! 

. A AA 

porations. Let us hope that management Scorr Rermns 
saison forgets that the purpose of ac- Austin Wakeman Scott, renowned au- 
cepting business is to serve the customer thority on trust law, is retiring this sum- 
but at the same time produce a profit mer as Dane Professor of Law at Harv- 
for the stockholder. ard Law School. A member of the faculty 

Another area that we must constantly for over half a century, Professor Scott 
survey is that of banking ethics. My be- has been called by Dean Emeritus Ros- 
lief is that our ethics are of the highest © Pound “one of the four greatest 
and we must always be on the alert to *e@chers of law I have known.” ' 
keep it that way. We must remain above ne Den Se paren Nee Sean Sie See 

; award winning five-volume treatise on 

Trusts, but he is also widely hailed in 
A look at the operations end of the the trust fraternity for his many ap- 
trust business shows that you are operat- pearances on the program of the annual 
ing a clerical factory where much man- Mid-Winter Trust Conference. 


criticism. 
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T THE END OF 1960, ACCUMULATED 

long-term personal savings of the 
American people were at an estimated 
record total of $31314 billions, up about 
$4. billions during the year. 

The largest single block of these sav- 
ings is in life insurance policy reserves 
— more than $96 billions and up $4.4 
billions at the year-end. Nevertheless, 
leaders throughout the life insurance 
business are seriously concerned with 
a problem Blake T. Newton, Jr., execu- 
tive vice president of the Institute of 
Life Insurance, sums up as a “growing 
misconception of the character and true 
role of straight life insurance.” 

Specifically, it is felt that too much 
term insurance is being sold, in situa- 
tions where the buyer would be better 
off with permanent protection. 

Along with the increased sale of term 
plans, and presumably related to it di- 
rectly, a growing volume of seasoned 
life insurance is being surrendered for 
its cash value or put on a paid-up insur- 
ance option. The rate of these surrenders 
has increased from 2.2 per cent in 1951 
to an estimated 4 per cent in 1961 — 
a jump that nothing in the overall eco- 
nomic picture seems to justify. 

There can be no question about the 
relative increase in the volume of term 
insurance; premiums per thousand of in- 
surance in force have dropped 25 per 
cent in a decade — a decrease that is 
not explained by the wide availability 
of volume discounts, lower premiums 
for women, and other downward price 
adjustments that have been made over 
the past 10 years. 

Whether this trend is good or bad for 
the buyer of life insurance depends 
largely on what he knows about the 
term insurance he is taking on; on what 
he expects it to do for his family, his 
estate, his business, himself. I can’t 
prove it, but I’d say that much of the 
time he doesn’t know enough. 

In the main, men buy the type of life 
insurance they are sold. We’ve all seen 
statistics that refer to “new purchases,” 
but most (I’d guess at least 85 per 


ESTATE SIDE OF LIFE INSURANCE 


CHARLES C. ROBINSON 


In collaboration with Institute of Life Insurance 


cent) new life insurance is sold, not 
bought. 

In most of its basic forms, term in- 
surance has been available for maybe 
50 years; therefore, a suddenly balloon- 
ing proportion of term to cash value- 
building forms almost has to mean a 
greatly increased sales emphasis on term. 
The chances are good that at least part 
of this emphasis has been misapplied. 

If that is true, then there is a great 
deal of solid sense in a statement, also 
made by Mr. Newton in a recent talk 
before the Life Insurance Conference. 
He said: “The business is in a position 
to meet this problem, because it merely 
requires a commitment on the part of all 
to tell the truth as simply, as widely, as 
constantly, and with as much clarity as 
possible.” 

One life insurance man I know tells 
about a policyholder whose attitude 
gives considerable weight to the Newton 
inference that, once a man knows the 
full difference between term and straight 
life, he isn’t likely to make a decision 
that will run against his own best in- 
terest. 

He says he had recommended $100,- 
000 of term insurance to put a floor un- 
der the growth possibilities in a real 
estate development his policyholder con- 
trols. If he lives five to 10 years, there’s 
every likelihood he’ll make at least that 
much; if he dies in the meantime, his 
estate will be lucky to break even on 
what he’s put into the deal. 

The policyholder bought $50,000, and 
requested straight life. He said he was 
willing to take half the risk, but wanted 
the insurance for the other half on a 
permanent basis. 

“If this development does pan out,” 
he said, “I’ll make some money, but 
then Ill be up to my ears in something 
else — and I'll still need life insurance 
to pull my family at least part way out 
if I die.” Then he said, “If this doesn’t 
work out, Ill have built up a cash re- 
serve I might not otherwise have.” 

The same life insurance man says: 
“One question I’m asked frequently is 





STRAIGHT LIFE OR TERM? 





whether it’s better to buy life insurance 
or rent it. I don’t know a categorical 
answer, but there are some guides — 
and the real estate operator I’ve just 
quoted was using one of them.” 

Summarized, these are the guides he 
had in mind: 

1. If the need is for money at death 
only, and if that need is temporary (say 
for 10 years or less), then term insur- 
ance — renting, if you please — may be 
the best buy. Certainly the annual 
premium for each $1,000 of death pro- 
tection is less for term than for straight 
life. 

2. If the need is apt to continue for 
a considerable number of years (and if 
he’s at all successful, a man of 60 is 
quite apt to need more death proiection 
than he did at 45), it is almost always 
safer and also less costly to pass up 
term and buy straight life. 

3. The cash value built up in a 
permanent policy, in addition to keeping 
the annual premium commitment level, 
offers other advantages not found in 
term insurance. 

On guide No. 2, the life insurance 
man I’ve been quoting says: “Straight 
life is safer because there can be no 
question about a man’s future insur- 
ability, and this is often a problem with 
term insurance. And straight life is less 
costly because the premium outlay does 
not increase as he gets older; and, if 
he outlives his need for death protec- 
tion, his policy can be turned in for a 
substantial part of the total he has put 
up in premiums.” 

On guide No. 3: “Often a severe finan- 
cial setback increases, rather than de- 
creases, the need for death protection. 
The buyer’s equity will nearly always 
be large enough to continue the full 
amount of insurance for several years, 
to pay a number of annual premiums 
out of loans against the policy, or to 
provide a reduced amount of insurance 
with no further premiums to pay.” 

Granting that whether to buy or rent 
involves as many considerations, when 
applied to the purchase of life insurance 
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protection. as it does when the problem 
is what to do about a home, I was most 
impresse! with the real estate man’s 
conclusion: “If this doesn’t work out, 
[ll have }uilt up a cash reserve I might 
not otherwise have.” 

I’m impressed for a wholly personal 
reason. A few days ago I sold a house 
we bought some 1] years back — sub- 
ject to a mortgage for a large part of 
the purchase price. I can’t remember 
that the reduction of this mortgage has 
kept me from doing anything I would 


otherwise have done — spending, sav- 
ing, investing — so with me it isn’t a 


case of might not have: I’m convinced 
the equity I’ve drawn out (to me rela- 
tively substantial) is money I wouldn't 
otherwise have. 


THE UBIQUITOUS 
SPLIT DOLLAR 


| I: NO IDEA WHO FIRST HIT ON THE 


split dollar idea, or when he did 
it; but it is easily one of the most 
flexible and therefore useable ways to 
set up the purchase of life insurance. 

Probably most split dollar plans are 
worked out for the benefit of employees 
who can’t afford the amount of life in- 
surance protection their family situa- 
tions call for; but now and then the 
plan is also set up in reverse. That is, 
the insurance is bought on the life of the 
man putting up the reserve part of the 
premium, and the decreasing term por- 
tion is paid by the beneficiary — usual- 


| ly a business associate who will use 





the money to buy the business from the 
heirs. Here is an example: 

The owner of a fairly prosperous 
building supply business, crowding 50, 
has a wife and two children. His wife 
couldn't run the company; his son is 
finishing his medical training and seems 
dedicated to his profession; his daughter 
is married to a brilliant young physicist 
who knows nothing about building sup- 
plies and cares less. Obviously, unless 
he can arrange a sale while he lives, the 
business will be sold at its liquidating 
price. 

One employee, now in his middle-30’s, 
would like to own the company and 
could probably do well with it; but he 
has no money; and the owner had said: 
‘Td like to see Joe have this business, 
if anything happens to me — but I’m 
certainly not going to give it to him, 
and I don’t like the idea of a buy-out 
agreement that would let him take over 
the assets and good will, then pay my 
family off over a period of years.” 

The life insurance man who told me 
about this case worked out a simple 
solution. The owner, his accountant, and 


Joe agreed on a formula that would 
establish a fair price when the business 
changed hands. The owner’s lawyer then 
drew up a must-sell-must-buy agreement 
that bound both men and the heirs. 

Next, to be sure the purchase money 
would be there when needed, the owner’s 
life was insured for about 30 per cent 
more than the current purchase figure. 
This insurance was set up as a reverse 
split dollar plan: the owner pays that 
part of each premium equalling the an- 
nual increase in the policy’s cash value; 
Joe pays the balance of each premium 
(after a few years, probably zero). 

If the owner dies, his beneficiaries 
will get the total of whatever he’s ad- 
vanced; the balance will go to Joe, who 
will use the money to buy the business 
from the heirs. 

I understand the additional 30 per 
cent was tacked on for two reasons: 1) 
If the owner dies any time soon, it 
will give Joe some extra working capital 
he may need to keep things rolling. 2) 
In later years, the extra 30 per cent 
will cover all or most of the deficit 
left by payment of the cash value to 
the owner’s heirs. 

One way of looking at it, this whole 
thing is a paternalistic gesture by the 
older man; although the money he'll be 
advancing toward premiums will be 
fully secured; he will be out the interest 
it might have earned. But on this point 
I’m told the owner said: “Who cares? 
If I die, Joe’ll own the business — and 
if he can make some money with it, 
that’s all right with me. And what he 
pays my family for it, out of the insur- 
ance money he'll get, will be a lot more 


than any liquidating price — or the 
interest I could expect to earn.” 

He said he didn’t see how anyone 
could lose on a deal like that, and he 
was probably right. Anyhow, this is the 
type of thing life insurance is designed 
to do — and, so far as I know, it is 
the only source of money that can 
actually guarantee to do it. 

This is another of many instances 
where term insurance would not be 
satisfactory — although the man who 
will buy the business is getting an even 
better break on price than any term 
plan would give him. : 

There are also some byproduct values 
for the owner. For instance, if the buy- 
out arrangement is terminated. some 
years from now, (and this could ‘/hap- 
pen), he could take a substantial amount 
of fully paid for life insurance, use the 
cash equity to buy an annuity for him- 
self, or continue the policy for the bene- 
fit of his family (especially desirable 
if he had become uninsurable). 


SLEEP INSURANCE 


FRIEND OF MINE SELLS A LOT OF 
A what he calls “sleep insurance.” 
Most of his policyholders own and oper- 
ate small businesses, many of which are 
incorporated — either pseudo or the 
real McCoy. 

He tells me: “When one of these con- 
cerns borrows money — and that’s apt 
to be pretty often — the man at the 
bank usually turns the note over and asks 
the owners to endorse it on the back. 
This means the limit on corporate lia- 
bility goes out the window — and that’s 
when I recommend sleep insurance on 
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the owner’s lives. If one of them dies, 
without this type of insurance, the sur- 
vivor’s likely to find himself with a 
big note to pay off at the worst possible 
time for him. Nearly always, it’s a mat- 
ter of pay-it-or-else, and enough life in- 
surance to cover average callable lia- 
bilities can and has saved many promis- 
ing businesses from becoming just an- 
other statistic.” 

He also says: “Sleep insurance helps 
the banker, too. He rests better nights 
when he knows he won’t have to close a 
business out, just because a co-endorsing 
owner died.” 

It’s an obvious (but often overlooked ) 
fact that guaranteeing other men’s debts 
— whether corporate or individual — 
can be a costly and disappointing in- 
heritance for a man’s family, if he hap- 
pens to die while his name is still on 
an unpaid note. I was reminded of this 
by Roger Flumerfelt, who has a column 
of life insurance in the Financial Times, 
Montreal. He wrote: 

“It is interesting to find how many 
people are acting as personal guarantors 
of other people’s debts. When the guar- 
antor dies, the creditors by-pass the 
initial debtor to demand payment from 
a widow because her husband, through 
an act of generosity to support a friend, 
also created a personal liability that 
must now be paid in cash — even 
though the initial debtor is still alive.” 

Requiring a man who is borrowing 
money to pledge life insurance as addi- 
tional! collateral is, today, common prac- 
tice. Insurance on the life of a guarantor 
is not so common. It should be, for he’s 
just as apt to die; and the consequences 
can be just as disastrous. 








Senior executives of The 
Chase Manhattan Bank in 
downtown New York, shown 
on one of upper floors of 
new head office building. 
From left to right: Lawrence 
C. Marshall, vice chairman; 
David Rockefeller, president, 
and George Champion, chair- 
man of the board of direc- 
tors. 








CHASE MOVES 
(Continued from page 520) 


sculpture and a sunken light well and 
garden court. Underneath the plaza will 
be the main banking facility now located 
in the main bank in an area that will 
house an 800-seat auditorium. Also in- 
cluded in the second phase is the con- 
struction of a cafeteria with a capacity 
for feeding 10,000 persons a day. The 
plaza area is scheduled for completion 


in 1963. 


David Rockefeller, president, remark- 
ed during the opening ceremonies that 
the new skyscraper utilized “new con- 
cepts of architecture to express a con- 
tempory image of banking.” He said 
that formerly a bank office would be 
planned to impress the beholder with 
the strength and security of the institu- 
tion. This was accomplished through the 
use of stone, brick, and normally, monu- 





ALMOST A CENTURY OF EXPERIENCE AND 
PROMPT RESPONSE TO YOUR REQUIREMENTS 


are among the reasons Hospital Trust is uniquely 


equipped to fill your fiduciary needs in Rhode Island. 


[ISLAND 


HOSPITAL TRUST 
COMPANY 


| RHODE 





New England's Oldest Trust Company 
Founded in 1867 
15 Westminster Street, Providence 





mental bronze doors. With the enormous 
increase in the use of banking services 
by individuals, he said, the appearance 
of bank buildings is undergoing a 
marked change “to make them more in- 
viting and friendly.” 


A A A 
P.L.I. Offers 3 Courses 


On Planning Estates 


Five panels of experts will plan five 
typical estates during the week of July 
31 in the Practising Law Institute’s 20th 
Annual Summer Session at the Statler 
Hilton Hotel in New York City. This 
series on Estate Planning Techniques is 
one of three five-day courses scheduled 
for trust officers, estate planners and tax 
lawyers. In advanced clinical discussion. 
each panel spends a day in demonstrat- 
ing how to analyze a specific situation 
and handle the tax, property and human 
problems in estate planning. 

Typical cases selected for analysis 
are the salaried executive, preserving 
the family enterprise, the retired busi- 
nessman, the wealthy widow and using 
life insurance. 

The clinical program will be preceded, 
during the week of July 24, by Estate 
Planning and Administration, where the 
lecturers discuss in detail basic tax and 
estate administration methods. Estate 
and gift planning are studied, together 
with the estate tax and the income taxa- 
tion of estates and trusts. 

A new program on pensions and de: 
ferred compensation plans is scheduled 
for the week of July 17. This course 
analyzes various forms of compensating 
stockholder-officers and key personnel, 
the use of life insurance and the estate 
planning of benefits. 

Program and registration details maj 
be obtained from the Practising Law 
Institute, 20 Vesey Street. New York 
City. 
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MOSES 


SECOND TENTATIVE DRAFT OF THE 

proposed revision of the Uniform 
Principal and Income Act has been pre- 
pared by the special committee charged 
with this duty. This draft is to be sub- 
mitted to the Commissioners on Uniform 
State Laws at their meeting in St. Louis 
this summer. The draft shows a most 
thoughtful consideration of the legal 
and practical problems that have arisen 
since the original Uniform Act was first 
promulgated in 1931. It is especially 
gratifying to see that the changes pro- 
posed in Section 5, relating to corporate 
distributions, conform closely to the sug- 
gestions made in a series of articles in 
this column a year ago. 

The first change is a provision which, 
while continuing the Massachusetts rule 
that dividends declared in the shares of 
the declaring corporation are to be allo- 
cated to principal, makes an exception 
where the dividends in any one year 
amount to 6% or less of the outstand- 
ing stock of the corporation. This fol- 
lows the Kentucky statute which con- 
tains a similar exception up to 10%. As 
a matter of pure logic there is no reason 
for saying that a stock dividend of 7% 
or more is principal and one of 6% or 
less is income. However, from a practical 
angle it is a fact that a large number of 
corporations have adopted the practice 
of declaring small stock dividends which 
are clearly intended to be in lieu of 
cash dividends. In most cases the value 
of such small stock dividends will be 
within the current earnings of the cor- 
poration so that even under the Pennsy]- 
vania rule which requires apportion- 
ment they would be allotted to income. 
The exception adopted by the Com- 
missioners would permit a trustee to 
continue to hold the stocks of such cor- 
porations without having to wonder 
whether doing so would perhaps be un- 
lair to the income beneficiaries as might 
be the case if the dividends were re- 
quired to be transferred to the principal 
account. A rule of thumb percentage 
basis appears to be eminently practical 
and essentially fair. 
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SECOND DRAFT OF REVISED UNIFORM PRINCIPAL 
AND INCOME ACT 


There is, however, a slight imprecision 
of language in the draft. After stating 
the general rule that stock dividends are 
principal, the text reads: “unless the 
total stock distributions for the current 
year are payable at the rate of 6% or 
less of the corporation’s outstanding 
shares of the same class before such dis- 
tributions were made in which case the 
distribution in stock of the distributing 
corporation is to be treated as income.” 
What year is meant by the term “cur- 
rent year?” Presumably it must be the 
current fiscal year of the corporation 
since if this differs from the calendar 
year the latter has no particular signifi- 
cance. The fiscal year of the trust would 
hardly be pertinent. 

There is also the slight possibility 
that this provision might prove confus- 
ing in a few cases. Suppose that a corpo- 
ration with 1,000,000 shares of common 
stock outstanding adopts the practice of 
declaring four stock dividends, each of 
2%, during its fiscal year. The first divi- 
dend on 1,000,000 shares would be 20,- 
000 shares; the second, on 1,020,000 
shares would be 20.400 shares; the 
third, on 1,040,400 shares, would be 
20,808 shares; and the last, on 1,061.- 
208 shares, would be 21,224.16 shares. 
Presumably the intent of the section is 
that the determination of the 6% limita- 
tion on the number of shares allocable 
to income would be made as in this 
illustration i.e., computed on the number 
of shares outstanding on each declara- 
tion date, and that the fourth dividend 
would belong entirely to principal. In 
this example there would also clearly be 
a substantial dilution over a period of 
years of the interest of the principal 
account in the stock of the company but 
on balance such instances are doubtless 
unusual enough so that the practical ad- 
vantage of the 6% exception should not 
be eliminated because of a few rather 
drastic possibilities. 

The second change in Section 5 takes 
into account the impact of partial liquid- 
ations of a corporation as to which the 
present act is quite unclear. The new 






language would specifically allocate to 
principal distributions made in partial 
as well as in total liquidation. It further 
provides that a corporation is in total 
or partial liquidation if the corporation 
so states by resolution or “if the corpo- 
ration is making the distribution of as- 
sets other than cash pursuant to a court 
decree or final administrative order by 


_ a government agency ordering distribu- 


tion of the particular assets distributed.” 
This quoted text would specifically cover 
such cases as the court-ordered distribu- 
tion by the duPont Company of its hold- 
ings of General Motors stock and con- 
forms to what most students of the sub- 
ject would consider the correct practical 
result. 

Finally, as to Section 5, capital gains 
dividends declared by mutual invest- 
ment companies are specifically stated 
to be principal, whether the distribu- 
tions are in cash or an option to take 
new stock and cash or an option to pur- 
chase additional shares. This provision 
would at long last reverse the several 
court decisions which have held such 
capital gains dividends to be income on 
the theory that the mutual investment 
companiés are engaged in a_ business. 
Such dividends are in fact nothing but 
a return of capital, made necessary by 
the terms of the Internal Revenue Code, 
and should be legally recognized as such. 

A general definition of inventory 
value has been added to the proposed 
new act-in order to have a uniform rule 
which would cover all the various sec- 
tions and make unnecessary the inclu- 
sion of a definition in each. The new 
text states that inventory value “means 
market value of an item of principal at 
the time the property was made subject 
to a trust, which in the case of prop- 
erty purchased by the trustee shall be 
its cost, and which in the case of a 
testamentary trust shall be the value at 
the date of the testator’s death unless 
a Federal estate tax return is filed and 
then the value shall be the value finally 
determined for this purpose.” It may 
well be that in its desire to secure uni- 








formity the special committee will find 
that it has created a certain amount of 
confusion. 

The date of death value or that de- 
termined for Federal estate tax purposes 
is obviously essential for the determina- 
tion of capital gains or losses and per- 
haps for other purposes. But it is not 
necessarily an essential element in trust 
accounting. When an executor accounts 
to a trustee, whether the trustee be him- 
self or another, he will account for un- 
realized as well as realized increases and 
decreases in the value of each asset of 
the estate while it has been under his 
administration. The trustee can be held 
responsible only for what he receives. 
If the estate has suffered a large unreal- 
ized loss, the trustee is entitled to take 
over at the lower value existing when 
he assumes responsibility. Therefore, 
from the standpoint of what he is 
charged with, the trustee must look to 
the values shown in the executor’s 
account. 

The term “inventory value” seems to 
be used only three times in the pro- 
posed revision. The first is in Section 6, 
subdivision (1), which states that bonds 
are principal at their inventory value 
and that no provision is to be made 
for amortization of bond premiums or 


for accumulation of discounts. The use 
of the term “inventory value” does not 
seem to be essential in this connection. 
The subdivision is a negative one so that 
no basis for any computation needs to 
be set up. It would seem, therefore, that 
these words could be left out of this 
section. 

The second reference to inventory 
value is in connection with the formula 
prescribed in Section 8 for the computa- 
tion of the cost depletion reserve in the 
case of assets consisting of natural re- 
sources. Here some starting basis is a 
necessity but in theory it ought to be 
the value the trustee is charged with. 
Perhaps the date of-death or estate tax 
value might serve adequately here since 
in such type of assets marked variations 
in value are not likely to occur during 
the period of administration. In fact. 
the problem of reaching an agreed upon 
value for tax purposes may be so difhi- 
cult that no one would want to try to 
fix a new value a short time later. 

The third reference to inventory value 
is in Section 10 relating to unproduc- 
tive property. This provision, quite 
similar to that in the existing Section 11, 
states that there shall be an apportion- 
ment of the proceeds of sale of any 
property which for more than a year 





preceding its sale has not produced an 
average net income of at least 1% of its 
inventory value. The purpose of this 
section is to provide some equitable ar. 
rangement so that the life beneficiary 
ilk not suffer too much through the 
prolonged holding of an unproductive 
asset. It would not seem to make very 
much difference as a matter of fairness 
whether a date of death or estate tax 
value is used or whether the value shown 
in the executor’s account is selected. 


In view of these considerations jt 
might be desirable for the Commission. 
ers to reconsider this definition and to 
substitute as a definition of inventory 
value in the case of trustees the value 
shown in the executor’s account, This 
may well be the same as the date of 
death or estate tax value in the case of 
the second and third uses of the term 
in the tentative draft. 


Further comments on the proposed 
revision will appear in the next issue. 


A AA 


e The new electronic tax collection sys- 
tem ‘adopted by the Internal Revenue 
Service is scheduled to begin processing 
Federal income tax returns next January 
at a pilot installation at the Atlanta 
Regional Office. 
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LOANS AGAINST INSURANCE 
(Continued from page 514) 


to the contrary, the purpose of the loan 
should not be the deciding factor. It 
is the lack of the debtor - creditor rela- 
tionship, not intent, which prevents sub- 
rogation in the policy loan cases. There 
is little or no question but that while 
the relationship is not created on a pol- 
icy loan from an insurance company, it 
most certainly is on a loan from a bank. 


“Split Dollar’ Insurance 


While there have been no cases on the 
subject, it might be interesting to specu- 
late on the outcome where the benefici- 
ary of “Split Dollar” insurance claims 
subrogation. “Split Dollar” insurance is 
a form of corporate fringe benefit 
whereby the corporation pays the 
amount by which the cash value in- 
creases each year and the insured em- 
ployee pays the balance. This transac- 
tion is “in the nature of a loan” and 
there are a number of methods whereby 
the corporation regains its “loan” on 
the death of the insured employee. 


One such method is to actually name 
the corporation beneficiary as to the 
amount of the cash value. While this 
method would not raise the subrogation 
question, a second suggested method 
might. Some authorities in this field 
have suggested that in order to avoid a 
possible treasury attack on the “loan” 
to an officer—stockholder as being a 
dividend or additional compensation, 
the insured execute a note and secure 
it by assigning the policy to the corpora- 
tion as security. 

In the latter method, while it prob- 
ably will avoid treasury attack, it well 
may be that the beneficiary could claim 
subrogation for the amount of the cash 
value paid to the corporation as satis- 
faction of its “loan.” It is felt, however. 
that the purpose of the loan might be 
taken as an intention on the insured’s 
part that the beneficiary was only to get 
the difference — certainly this is the 
way this form of insurance funding is 
usually explained to prospective clients. 


Designating Beneficiary Subject 
to Assignment 


Perhaps the greatest single threat to 
a beneficiary’s claim to subrogation is 
the fact of being made beneficiary, sub- 
ject to the assignment to the creditor. 
Ina New Jersey case,** the insured, in 
order to pledge his policy, changed the 
ee 


“Fidelity Union Trust Co. v. Phillips, Note 20, 


above; In re Kelly’s Estate, 1937, 251 App. Div. 847, 
296 N.Y.S. 923. 


June 1961 


beneficiary to his estate and then back 
to the original beneficiary, but expressly 
subject to the intervening assignment to 
the bank. The court found that by so 
doing, the insured intended that the 
policy be the primary source of repay- 
ment and that the beneficiary should not 
be entitled to subrogation. 

Where the assignment is made, and 
at the same time the original beneficiary 
designation is changed so that another 
beneficiary is designated, but subject to 
the intervening assignment, there is 
some conflict as to the effect upon the 
beneficiary’s subsequent claim to subro- 
gation.** Such action may take the case 
out of the proscribed area. 


Duty to Advise 


The conclusion which could be reach- 
ed from a study of these cases has some- 
thing to do with the term “Duty.” While 
it is unquestionably the duty of each 
debtor-insured to express his intent, it 
is obvious that a question of this kind 
will seldom if ever cross his mind. The 
duty of warning, therefore, lies with 
lending institutions, insurance men and 
attorneys. As has been shown, there are 
advantages and disadvantages to a re- 
covery under subrogation. The time to 
consider them is before the life contract 
becomes a claim. 

The best method is to express the in- 
sured’s intent clearly and unambiguous- 
ly. This may be done in the form of a 
letter from the insured to the insurance 
agent, to the bank or to the insured’s 
attorney. A second method would be to 
have a notation on the assignment form 
expressing this intent. In order to facili- 
tate matters, lending institutions which 
are primarily interested in and provide 
such forms, should entertain the possi- 
bility of adding to the assignment form 
a specific clause granting or denying to 
the beneficiary the right of subrogation. 
Such an express provision would, it is 
felt, go a long way towards reducing 
the uncertainty and litigation in this 
field. 

A third method has been suggested 
by a proposed New York statute, which 
never became law,®* denying subroga- 
tion to beneficiaries of assigned insur- 
ance policies. Finally, an express pro- 
vision in the insured debtor’s will con- 
cerning the debt repayment would be 
clearly helpful. 

%Compare In re Scheer’s Will (Friedlander v. 
Scheer), 1952, 1 N.Y. Mise. 2d., 114 N.Y.S. 2d 288, 
aff’d. 118 N.Y.S. 2d 752, 281 App. Div. 808, and Es- 
tate of Kelekian, 1952, 1 Misc. 2d 886, 152 N.Y. 
Supp. 2d 205, in which subrogation was denied, with 
Blair v. Barker, 1950, 196 Md. 242, 76 A. 2d 129, and 
Walzer v. Walzer, 1957, 163 N.E. 2d 632, in which 


subrogation was allowed. 
Walzer v. Walzer, Note 34, above. 





Byrd Named Executive 
Vice President NALU 


Dr. James A. Byrd of Houston, Tex. 
has been appointed executive vice presi- 
dent of The National Association of 
Life Underwriters, effective July 15, 
1961. Dr. Byrd is 
currently vice 
president and eco- 
nomics advisor of 
the National Bank 
of Commerce, 
Houston, and 
former assistant 
professor of fi- 
nance at the Uni- 





JAMES A. ByrD 
versity of Texas. 


Selection of Dr. Byrd as new execu- 
tive head of the 80,000-member profes- 
sional organization of life insurance un- 
derwriters was approved by the Na- 
tional Association’s board of trustees 
after the unanimous recommendation of 
both the NALU special selection com- 
mittee and NALU executive committee. 

He will assume the post held since 
1953 by Lester O. Schriver, who earlier 
this year announced that he will retire 


on December 31, 1961. 
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N IMPORTANT STUDY OF THE “PRAC- 
tices and problems in executive re- 
tirement”™* has just been published by 


Industrial Relations Counselors, Inc. 
This is based on: (i) a mail question- 
naire addressed to 700 companies and 
answered by 228, (ii) a field study in 
which 156 executives of 46 companies 
were interviewed. and (iii) contacts 
with 205 retired executives of 14 com- 
panies of the field study. As Carroll E. 
French. President of IRC, says in his 
Foreword to the book: “The findings of 
the study show that executive retirement 
is a matter of central importance to 
management. and it is far more com- 
plicated than simply deciding when to 
retire a man. 

The pension consultant encounters 
these complications when he is asked to 
advise on the “proper” ages for “early,” 
“normal.” and “mandatory” retirement 
in a salaried plan aimed primarily at 
the executives of a company. It is un- 
likely that he will have had personal 
experience in formulating and carrying 
out a retirement policy for the execu- 
lives of an industrial company. And still 
less will he have seen how completely 
different policies will have succeeded in 
different companies, or even in the same 
company at different periods of time. 
The result is that he will pontificate 
about the “best” ages to incorporate in 
his client's plan — for there is no more 
firmly held opinion than the one that 
is not based on knowledge! 

This book. with its careful analysis of 
numerous individual companies and ex- 
ecutives. should effectively prevent the 
giving of this kind of advice in future. 
We are all indebted to Messrs. Beau- 
mont and Tower for showing us what 
retirement policies have worked — and 
failed — in given companies and under 
what circumstances. 

The book is organized into ten chap- 
ters and three appendices. It has over 

*R. A. Beaumont & J. W. Tower, Executive Re- 
tirement and Effective Management (Industrial Re- 


lations Monograph, No. 20) viii + 248 pp. IRC, 
Ine., New York, 1961. $7.50. 





PENSION and PROFIT SHARING DIGEST .. . 
HILARY L. SEAL 


Morss & Seal; Lecturer in Statistics, Yale University 


AN IRC STUDY OF EXECUTIVE RETIREMENT 


three pages of “selected bibliography” 
and a useful index. Although we read it 
in two sittings we do not recommend 
such a course to others. The chapter 
titles clearly indicate their content, and 
we feel that the book lends itself to 
piecemeal, rather than to consecutive, 
study. This is made easier by the fact 
that the authors tend to repeat them- 
selves in different chapters. 

Inevitably we were intrigued by the 
chapter reviewing the retirement experi- 
ence. A question we have never been 
able to answer is whether larger com- 
panies have executive retirement prac- 
tices differing from those of smaller 
companies. Now although the IRC ob- 
tained answers from relatively few com- 
panies having less than 1,000 employees 
(and we are not told what the non-re- 
sponse was in this category) the follow- 
ing table, from Appendix B, provides 
some interesting facts about the actual 
retirement practices of the 228 mail sur- 
vey companies. 


No. of 


employees . A B C D_  E Tot. 
- 999. 2 — 7 8 5 17 
1,000- 1999. — 2 10 4 7 23 
2,000- 4,999 >’ 6 19 2 14 66 
5,000- 9,999. 5 7 25 4 19 60 
10,000-19,999. 1 3 18 4 14 40 
20,000 or more — 3 141 ® Fs 32 
Total 18 21 90 32 72 228 


A = No normal or mandatory retirement 
age 

B = Normal retirement age with indefi- 
nite retention permitted 

C = Normal retirement age with selec- 
tive individual retention for a brief 
period 

D = Mandatory retirement age which is 
waived in exceptional circumstances 

E = Mandatory retirement without ex- 
ceptions 


Suppose we had been told nothing 
except that 17 of the 228 companies had 
less than 1,000 employes, 23 of them 
had 1,000 - 1,999 employees, and so on; 
suppose we had been given the right 
hand margin of the above table. Further, 
suppose we were given the following 
percentages of companies that had 








adopted the five retirement policies 4 


through E: 





1 Raa edhe ee dase ae shed aos 5.7% 
|| AES SE TST ESSA Ls ee 9.2% 
_ 2 EEE SPR tir Meer ae TS 39.5% 
|. ee eevee 14.0% 
E 31.6% 
TOtRL 2... .................._..... HOGG, 


These are the percentages calculated 
from the bottom margin of the table. 
Then it can then be shown that there is 
a better than even chance of finding 
smaller discrepancies from these percent- 


ages in every line of the foregoing table. 


than the discrepancies that actually ex- 
ist (e.g. 8.990 in category A for com- 
panies with 2,000-4,999 employees). 
This means that size of the company (in 
this sample — which may not be repre- 
sentative, since the companies selected 
themselves!) has nothing to do with re- 
tirement policy. In other words, nearly 
40% of all companies are in category 
C with a “normal” age for retirement of 
executives and selective retention beyond 
that age, but nearly another 32% have 
a fixed mandatory retirement age. 

We refer our readers to Beaumont & 
Tower’s book to discover just what these 
differences mean in terms of executive 
morale and company efficiency. It ap- 
pears that there is no universal panacea 
in the matter of when — or even why — 
to retire an executive. 

In conclusion we heartily recommend 
this book to anyone interested in the 
“smooth” retirement of executive em 
ployees. 


POOLED FUND EXPERIENCE 


HE First NATIONAL BANK OF Bik 
Ta has just published a f 
nancial statement on its Investment 
Trust for Employee Benefit Plans, last 
year. The trust consists of two funds. 
the Fixed Income Fund and the Equily 
Fund, each of which began with a $10 
unit value as of July 1, 1960, the date 
the trust went into operation. 

During the nine-month period end- 
ing March 31st last, 40 individual et 
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ployee trusts became participants (10 
Pension and 30 Profit-Sharing), the 
largest having an interest in a little over 
10% of the trust. The final net assets 
of the trust amounted to $2,028,209 at 
3/31/61. of which nearly 54% was in 
the Equity Fund, This is, perhaps, a 
lesson to those who would wish to limit 
atrustee to a 50% investment in 
equities. 

What we find of particular interest in 
this statement is the increment in the 
ynit value over the nine-month period. 
Remembering that the funds’ incomes 
are reinvested at the current unit value 
and that the assets as of 3/31/61 are on 
a market-value basis, one can see that 
the final unit value represents the over- 
all income from interest, dividends, and 
capital appreciation. The results are: 


Unit Equivalent 
value annual yield 
Fixed Income 
Fund $10.628 8.46% 
Equity Fund $11.524 20.82% 


While we guess that the First National 
is not guaranteeing these yields to its 
employee trusts, its initial experience 
augurs well for the future. 


TRUST-FUNDED PENSION 
PLAN YIELDS 


HE SEC’s REVIEW OF “CORPORATE 

Pension Funds, 1960” was summar- 
ized in the Sidelights column of the May 
issue of this magazine. It was there re- 
ported that the SEC calculated a 3.64% 
return on market among the aggregate 
of trust-funded pension plans in the 
U. S. This was the yield from “divi- 
dends, interest and rent.” 


However, as we pointed out at length 
in the August, 1960, issue of this col- 
umn, a yield on “market” that takes no 
account of changes in market prices or 
even of profits on sale of securities, is 
not a valid indicator of how well pen- 
sion funds are faring. The SEC’s aggre- 
gate revenue account 1960 (in 
$millions) is as follows: 


for 


Market value of assets at be- 


ginning of 1960 - $28,197 
Employer contributions - 2,797 
Employee contributions 392 
Miscellaneous income 31 
Investment income _ 1,079 
Net profits on assets sales - 91 
Gain in market values 
(Balance) - 607 
$33,194 
Benefits paid $ 988 
Expenses “ Tone 29 
Market value of assets at 
end of 1960 2 AD I f 
$33,194 
\ t) 


Using the last three items on the in- 
come side of the account as the invest- 
ment yield of the funds whose assets are 
being traced, the 1960 yield works out 
at 5.96°7. In our opinion this must be 
considered the “real” yield of these 
funds so long as their “market values” 
are being treated as assets. 


A A A 
Bank- Host to Lawyers 
and Accountants 


On May 24, the First National Bank 
of Tuskaloosa, Ala., gave a dinner for 
the Tuscaloosa County Bar Association, 


es well as Certified Public Accountants, 
at the Country Club. Principal speaker 
was Robert Thorington of Duke and 
Thorington, attorneys of Montgomery. 
Mr. Thorington spoke on short term 
tiusts, trusts for minors under Federal 
and Alabama law, and a comparison of 
gifts to minors under the Alabama Uni- 
form Gifts to Minors Act versus gifts in 
trust for minors. 

The dinner was attended by approxi- 
mately 70 people, and the Bank plans 
to repeat the program annually with 
qualified speakers on various aspects of 
probate, trust and tax law. 





Announcing the 


Natural Lands Trust _ 








Girard is proud to have been chosen as the trustee of the new 


Natural Lands Trust. 


This is a perpetual trust to hold and invest gifts or bequests 
made for the purpose of preserving woods, fields, streams, 
seashore and other areas in their natural state. = = 
Income of the trust is paid to a non-profit corporation— 
Natural Lands Trust, Inc.—whose board of directors is com- 
posed of qualified conservationists and dedicated persons in 
the conservation field. The corporationis responsible for man- 
agement of natural lands acquired by donation or purchase. 


Inquiries may be sent to William F. Blackman, Vice President, os 
GirarpD Trust Corn EXxcHance Bank, Philadelphia iv Pa, ee 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALABAMA 


BIRMINGHAM—Lewis J. Frampton named a trust officer 
of BIRMINGHAM TRUST NATIONAL BANK and assigned to the 
investment, profit sharing and pension divisions of the trust 
department. He is a graduate of The Citadel. 


BIRMINGHAM—ExcH‘NGE SECURITY BANK appointed Bob- 
by L. Brown an asst. trust officer. Brown was formerly as- 
sistant national bank examiner in the Sixth Federal Reserve 
District assigned to examination of trust departments. 


ARIZONA 


PHOENIX—Miss Phyllis R. Ede became asst. trust officer 
at First NATIONAL BANK. 


TUCSON—VALLEY NATIONAL BANK appointed James A. 
Robb asst. trust officer. 


CALIFORNIA 


LOS ANGELES & SAN DIEGO—SEcurITY First NATIONAL 
BANK apvointed Ralph B. Kistler and James R. Cleveland 
asst. corporate trust officers at head office. At San Diego, 
Axel G. Larson appointed trust officer and assistant secre- 
tary to supervise operations of the San Diego division trust 
department. Larson received his B.A. from Roger Williams 
Jr. College in Providence and furthered his education at 
Northeastern U. and Stonier Graduate School of Banking 
at Rutgers U. 


SAN FANCISCO—UNITED CALIFORNIA BANK named Robert 
S. Alis assistant secretary at Oakland main office; and 
Philip W. Burge a trust officer at the main office. The latter 
is a graduate of U. of Georgia and MBA of Northwestern U. 


FLORIDA 


MIAMI—At PAN AMERICAN BANK, Robert A. Voegele named 
asst. trust officer. Trust representative with the bank since 
1959, Voegele is a graduate of U. of Miami. 


CONNECTICUT 


NEW HAVEN—Promoted to trust officers at UNION & NEW 
HAVEN Trust Co. were Charlotte K. Amann, Wilson D. 
McElhinny and Curtis L. Baker. Miss Amann joined the 
company in 1927; McElhinny received his B.A. from Yale 
and joined the trust department while a student in the 
summer of 1952 as an administrative trainee in the trust de- 
partment. Baker came to the company as a runner in 1924, 


GEORGIA 


ATLANTA—Charle R. Jordan promoted to asst. trust officer 
at CITIZENS & SOUTHERN NATIONAL BANK. Jordan attended 








JAMES J. DEVLIN ROGER M. STUART, Jr. 


ERRATUM: The identifications of these photographs were 

inadvertently transposed in the May issue, p. 465. Mr. 

Devlin was newly made senior vice president in the trust 

division of Hartford Nafional Bank & Trust Co.; Mr. 

Stuart, vice president and trust officer at First National 
Bank in Washington, D. C. 
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AXEL G. LARSON 
San Diego 


ADRIAN M. MCCARDELL 
Baltimore 


THOMAS A. PURCELL 
Kansas City, Mo. 


U. of Georgia and the Atlanta Law School, and joined C &§ 
in 1958 as a trust new business representative. 


SAVANNAH—Malcolm Bell, Jr. resigned as executive vice 
president and trust officer of LIBERTY NATIONAL BANK & 
TRusT Co. to join SAVANNAH BANK & TRUST Co. as manager 
of the trust department. 


ILLINOIS 


CHICAGO—First NATIONAL BANK elected Otto F. Hass 
asst. vice president in addition to his present title of trust 
officer; Fred J. Ruopp named asstant secretary in trust de- 
partment, 


INDIANA 


GARY—Floyd D. Michael joined GARY NATIONAL BANK as 
vice president and trust officer in charge of the trust depart- 
ment, having previously been with MERCHANTS NATIONAL 
BANK & Trust Co. of Indianapolis with the same title. 


OSGOOD—Rollin Crum, executive vice president and trust 
officer of RIPLEY COUNTY BANK, elected president and trust 
officer succeeding the late Ewing E. Wright. 


MARYLAND 


BALTIMORE—Adrian L. McCardell elected president and 
John J. Ghinger vice chairman of First NATIONAL BANK. 
McCardell succeeds James W. McElroy who retired. 


MISSISSIPPI 


é ACKSON—Lauch Magruder, Jr. named to the trust depart- 
ment of First NATIONAL BANK. A practicing attorney, Ma- 
gruder received his law degree from U. of Mississippi. Work 
on his master’s degree was completed at New York U. where 
he specialized in tax law. Miss Anna Claire Gamble elected 
asst. trust officer. 


MISSOURI 


KANSAS CITY—Thomas A. Purcell appointed vice presi- 
dent and trust officer of Ciry NATIONAL BANK & Trust C0., 
coming from Mineola, New York, where he was trust officer 
and head of the trust department of FRANKLIN NATIONAL 
BANK OF LONG ISLAND. He is a graduate of St. John’s College 
and Law School in Brooklyn.. 


NEW JERSEY 


NEWARK—NatIonaL STATE BANK named Harold C. Hoff- 
man a trust officer with headquarters at the Millburn-Short 
Hills office. He was formerly trust officer at the Elizabeth 
office. Hoffman is currently serving his second term as 4 
member of the New Jersey State Investment Council which 
supervises the pension funds of the state, now totaling ap- 
proximately $1 billion. He also serves on the Consolidated 
Police and Firemen Pension Fund Commission. 
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NEW YORK 


ELMIRA—CHEMUNG CANAL Trust Co. elected Alec P. 
UpdeGraff vice president and head of the trust department. 
UpdeGratf joined the bank in 1929. Boyd McDowell II was 
elected trust officer. A graduate of Cornell Law School, Mc- 
Dowell joined the bank in 1956 after private law practice. 


NEW YORK—CHEMICAL BANK NEW York TrRusT Co. ap- 
pointed William P. Terry asst. vice president in the personal 
trust department; and Richard G. Pintard a trust officer in 
the corporate trust department. Michael F. Badami, Howard 
E. Bendix, George J. Doll, James M. Doyle and Theodore 
Wolff named assitant secretaries, corporate trust. 


NEW YORK—John J. Clooney named vice president and 
treasurer of FipucIARY TrusT Co. Clooney has been with the 
organization since its beginning in 1981. 


NEW YORK—Fred G. O. Wernet, vice president of HaAn- 
OVER BANK, retired May 31 after 45 years of service. Wernet 
has been in charge of the trust operations department and 
served for a number of years as Chairman and a member 
of the trust operations committee of the New York Bankers 
Association, Trust Division. 


NEW YORK—Joseph P. Harnett, Jr. and W. Nelson Young 
promoted to vice presidents at IRvING Trust Co, Hartnett 
is an administrator of estates and trusts in the personal 
trust division; Young in administration of custody and 
advisory custody accounts. Reynold Drews and Lehr W. 
Pitts named asst. vice presidents; and David B. Hayter, 
Walter W. Hemberger, Robert T. Lavender and Richard C. 
Torbert appointed assistant secretaries, personal trust divi- 
sion. 


NEW YORK—UNITED STATES TRUST Co. has promoted 
Frederick N. Goodrich and Russell H. Johnson to executive 
vice presidents and Jean Mauze to senior vice president. 
Goodrich, who has been in charge of the investment division, 
will assume broader responsibility for the investment pro- 
grams and policies of the Trust Company. Mr. Mauze will 
assume direct supervision of the investment division. Mr. 
Johnson is head of the bank administration division, which 
includes all operating functions. He is presently serving on 
the Trust Personnel Committee of the American Bankers 
Association. 


Helmut Andresen named vice president in the personal 
trust division. Andresen, who started his trust career with the 
Company in 1929, has been for the last ten years a vice 
president in the trust department of CHASE MANHATTAN 
BANK and its predecessor, Bank of the Manhattan Co. 


POUGHKEEPSIE—John R. Neiman appointed trust officer 
of First NATIONAL BANK to succeed Paul J. Miller, who will 
continue as vice president until his retirement in December. 
Neiman was formerly trust officer with NATIONAL STATE 
BANK of Newark, N. J. 


OHIO 


CINCINNATI—At FirtH TuHirp UNION Trust Co. Thomas 
N. Fisher promoted to trust officer; Miss Miriam E. Nagel 
named asst. trust officer, the first woman officer in the bank’s 





RECENTLY PROMOTED AT UNITED STATES TRUST CO. 
OF NEW YORK 





FREDERICK N. GOODRICH 





JEAN MAUZE HELMUT ANDRESEN 











history. Both are specialists in pension and profit sharing 
services. Fisher, a graduate of U. of Cincinnati, joined Fifth 
Third in 1948. Miss Nagel, graduate of Ohio Wesleyan U., 
attended U. of Cincinnati and U. of California, and joined 
the company in 1959. 


CLEVELAND—Luke H. Lyman became vice president of 
CENTRAL NATIONAL BANK, in the trust department with duties 
in estate analysis. Lyman started with Central National in 
1942 as a member of the legal department. He is a graduate 
of Ohio State U. Law School. 


PIQUA—Lee H. Grischy, formerly administrative officer of 
Central Trust Co., Cincinnati, named vice president and trust 
officer of CITIZENS NATIONAL BANK & TRusT Co. 


TROY—Robert E, Hall named president and trust officer of 
First Troy NATIONAL BANK & Trust Co. to succeed Vernon 
C. LeFevre who retired recently. Hall was formerly execu- 
tive vice president. 


WILMINGTON—Ralph G. Stopp appointed asst. trust offi- 
cer of CLINTON CoUNTY NATIONAL BANK & TRUST Co. 


PENNSYLVANIA 


PITTSBURGH—MELLON NATIONAL BANK & TrRusT Co. ap- 
pointed Clarence A. Wanamaker, Jr. asst. vice president in 
the trust department. Secretary of the Mellon Retirement 
Board and administrator of the bank’s retirement plan, 
Wanamaker is a graduate of Princeton U. 

Richard N. Vanscoy, currently a security analyst, named 
assistant secretary in the trust department. Vanscoy is a 
graduate of Davis and Elkins College. 


SOUTH CAROLINA 


COLUMBIA—Charles T. Lynch advanced to asst. trust 
officer of SOUTH CAROLINA NATIONAL BANK. A graduate of 
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WISCONSIN 


BELOIT—James T. Cleary joined BELOIT STATE BANK as 
vice president and trust officer. Cleary has been practicing 
law since 1952 with a firm in Milwaukee and has had much 
experience in estate planning, trust and investment matters. 


CANADA 


MONTREAL—At RoyAL Trust Co. A. G. O. Bahr, manager 
in Hamilton, transferred to head office and succeeded in 
Hamilton by Donald H. W. Bath. Bruce Gillespie became 


assistant manager at Hamilton. 


TORONTO—John K. Wedlake appointed assistant general 
manager of CANADA PERMANENT TRUST Co. ; 


New York U. School of Commerce, Lynch attended the 
Graduate School of Business Administration of N.Y.U. He 
has been a trust representative of the bank since 1959. 





One of the most unusual bank buildings in the country is the 

new home of Citizens State Bank of Oklahoma City. Its gold. 

tinted; dome is a landmark for miles around and an example 
~ of modern architecture adapted to motor-banking. 











CHANGE OF NAME, MERGERS, 
NEW TRUST POWERS 


La Junta, Colo. — CoLorapo SAVINGS 
& Trust Co. changed its name to CoLo- 
RADO BANK & TRusST Co. 

Peoria, I]. — COMMERCIAL NATIONAL 
BANK and CENTRAL NATIONAL BANK & 
Trust Co. merged under the name of the 
former. 

Bethesda, Md. — NATIONAL BANK OF 
BETHESDA-CHEVY CHASE has been given 
trust powers. 

Richfield, Minn. — RICHFIELD STATE 
BANK has been granted trust powers. 
David Burton is trust officer. 

Taylorsville, Miss. — Trust powers 
granted to SMITH CoUNTY BANK. 

Thedford, Neb. — CITIZENS 
BANK granted trust powers. 

New York, N. Y. — THE BANK OF 
NEW YoRK opened a new office at 360 
Park Ave., corner of 52nd St. In addi- 
tion to the full range of domestic and in- 
ternational banking facilities, the Bank 
maintains specialist services for personal 
and corporate trusts and investment ad- 
visory accounts. 

New York, N. Y. — The Superintend- 
ent of Banks of New York State ap- 
proved the proposed merger of MANU- 
FACTURERS TRUST Co. and the HANOVER 
BANK. The Board of Governors of the 
Federal Reserve System still must con- 
cur before the merger, already voted by 
the stockholders, takes effect. 

Fargo, N. D. — Dakota BANKERS 
TRUST Co. was independently incorpor- 
ated to perform trust functions. Glenn R. 
Peterson, president, stated there will be 
branches at Bismarck, Williston, Minot 
& Jamestown with services available to 
independent banks and their customers 
throughout the state, after suitable trust 
personnel is selected. 

Greenville & Oil City, Pa. — FARMERS 
& MERCHANTS TRUST Co., Greenville, 
merged into First SENECA BANK & 
TrusST Co. of Oil City 

Jenkintown, Pa. — JENKINTOWN BANK 
& Trust Co. and INDUsTRI‘L TRusT Co. 


STATE 


consolidated under the new name of IN-. 


DUSTRIAL VALLEY BANK & TRUST Co. 


574 


Brattleboro & Rutland, Vt. — Stock- 
holders approved merger of KILLINGTON 
BANK & Trust Co., Rutland, into VER- 
MONT BANK & TrusT Co. of Brattleboro. 


> EXECUTIVE PLACEMENT 3 


Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 


Attorney, experienced in drawing wills, 
probate accounting, trust administra- 
tion, and taxes. Fifteen years as vice 
president, director, and house counsel 
for large corporation. Seeks position as 
trust officer. Location immaterial. 15-2 


Attorney, 35, seeks position in South- 
west. Ten years experience in both trust 
company and law firm handling probate 
and tax matters. 15-3 


Experienced trust officer, 32, LL.B. 
degree, also Graduate School of Bank- 
ing, wishes to relocate. Seven years ex- 
perience in large department, three years 
in charge of medium size department. 
15-4 


Attorney, 44, with sixteen years ex- 
perience in general practice with special 
emphasis on probate matters and ex- 
perience in property management. Seeks 
position in small city, preferably in Mid- 
west. 15-5 i 


Trust executive, in 40’s, extensive ex- 
perience in trusts, estate administration, 
tax law, estate planning, desires position 
as head of trust department or position 
of challenging responsibility, in East 
U.S., New England, N. Y. or Pa. 16-1 

Trust Officer, 34, B.S., LL.B., eight 
years experience in administering all 
types of accounts, including employee 
benefit trusts, desires increased oppor- 
tunity in West or Southwest. 16-2 


Attorney, eight years experience in 





estate, pension and tax planning, seeks 
position with trust department. Experi- 
enced administrator of pension and profit 
sharing plans. Resume on request. 16-3 


Securities analyst, statistician, special. 
izing industrials, 15 years experience, 
financial advisory service, currently em. 
ployed, seeks position in trust depart- 
ment. Investment planning, research, 
portfolio management, where experience, 
mature judgement required. Early 50’s, 
Minimum salary $12,000. Prefer New 
York City area. 16-4 


Security analyst, MBA (Honors) 27, 
seeks position on research staff of trust 
department. Proven writing and analyti- 


cal ability to apply to challenging posi- 
tion. 16-5 


Trust new business officer, seven years 
experience banking and law. Excellent 
references. Imagination, energy. Now top 
producer for major bank. Middle thir- 
ties, married, will relocate. 13-6 


Attorney, business administrator, 35, 
five years general law practice; six 
years vice president, director and house 
counsel for large property management 
firm; desires connection with financial 
institution. 16-7 


A A A 


IN MEMORIAM 
Washington, D. C. — FRANK M. PER- 
LEY, vice president and trust investment 
officer of the AMERICAN SECURITY AND 
TRUST Co. 
New York, N. Y. — RoBert W. SINSA- 
BAUGH, investment trust officer of CHEM- 
ICAL BANK NEW YorK TRusT Co. 
Sioux Falls, S. D. — RaymMonp A. 
PANKOoW, recently retired vice president 


and trust officer of First NATIONAL 
BANK. 
Nashville, Tenn. — KEemMpPER H. DOD- 


son, former senior trust officer of THIRD 
NATIONAL BANK. 

Richmond, Va. — VIRGINIA OWEN 
VALENTINE, advertising manager of 
STATE-PLANTERS BANK OF CoMMERCE & 
TRUSTS. 
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Indiana Trust Conference 


Held in Fort Wayne 


Operations, taxation, legislation and 
retirement funds were all on the agenda 
for the trustmen who attended the 19th 
Trust Conference of the Indiana Bank- 
ers Association, held in Fort Wayne 
April 24-25. The second day featured 
new business and investments, as well 
as a speaker from the Indiana Bar As- 
sociation. 

At the Operations Workshop, which 
was the first session on Monday, the 
trustmen were told in effect to “Go 
home — throw out your posting ma- 
chine — and stop that silly posting of 
trust ledgers.” William S. Ritman, IBA 
chairman of the sub-committee on oper- 
ations and vice president and trust ofh- 
cer of Indiana National Bank. Indian- 
apolis, explained a method of avoiding 
the posting operation by proper utiliza- 
tion of original entries for this purpose. 
He pointed out that original entries 
could be used also for the preparation of 
customer statements, court accountings, 
reviews and lists of holders of securities, 
as well as to facilitate the preparation of 
tax returns. All of these things, Mr. 
Ritman said. could be accomplished al- 
most entirely with conventional equip- 
ment now on hand. 

An extended discussion was then de- 
veloped by the workshop leader, Sam J. 
Cox, vice president and trust officer, 
First National Bank, Marion. This dis- 
cussion took up such topics as “Avoid- 
ing the Use of Voucher Checks.” “The 
Operational Benefits of Nominee Regi- 
stration,” “The Preparation of Account 
Reviews,” and “Methods of Accumula- 
ting Tax Statements.” 

In the afternoon Professor Lester 
Ponder of Indiana University School of 
Law, Indianapolis Division, spoke on 
“Valuation of Closely Held Business 
Corporations.” He was followed by Paul 
E. Rawley, IBA chairman of the sub- 
committee on fiduciary legislation and 
assistant trust officer of Merchants Na- 
tional Bank & Trust Co., Indianapolis, 
who led a discussion of “New and Pro- 
posed Trust Legislation.” The last sub- 
ject of the afternoon was “Pension and 
Profit Sharing” for which the leader was 
Eugene F. Hart. IBA chairman of the 
sub-committee on pension and_ profit 
sharing and vice president and trust 
officer, St. Joseph Valley Bank, Elkhart. 
The dinner speaker Monday evening 
was George W. Mitchell, vice president, 
Federal Reserve Bank of Chicago. 

“New Business” was discussed at the 
Tuesday morning session by Warren M. 
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Members of Trust Division Executive Committee .elected last month at convention of 
California Bankers Association are left to right: C. C. Blakemore, vice president and 
senior trust officer, First National Trust and Savings Bank of San Diego; E. A. Andker, 
vice president and trust officer, Bank of California N.A., San Francisco; second vice 
chairman of the Trust Division, J. R. Johnson, vice president and senior trust officer, Bank 
of America N.T. & S.A., San Francisco; and chairman of the Trust Division, J. Boatner 
Chamberlain, trust officer, Pacific National Bank of San Francisco. 





Webber, vice president and trust officer. 
Commercial National Bank, Peoria, IIl. 
He was followed by two speakers in the 
field of investments: Theodore H. Ger- 
kin, senior investment analyst, Laird & 
Co., New York, on stocks and John H. 
Perkins, vice president, Continental IIli- 
nois National Bank & Trust Co., Chicago, 
on bonds. The luncheon speaker was C. 
B. Dutton, president-elect of the Indiana 
Bar Association. 


Mr. Dutton pointed to the growing 
need for a closer liaison between the 
corporate fiduciary and the practicing 
bar. Modern business conditions, the 
nature of the property comprising many 
if not most trusts and estates, and the 
demands of clients have created a sort 
of partnership between the corporate 
fiduciary and the practicing lawyer 
which neither side is able, or desirous 
of dissolving, the speaker observed. 


One of the problems of public part- 
nership is to define the proper function 
of the lawyer and of the trust officer. 
The Indiana Supreme Court in Febru- 
ary of this year ruled that advising the 
public of the content and legal affect of 
a will and drawing of the will constitutes 
the practice of law which was not to be 
engaged in by a person not licensed to 
practice law. The Supreme Courts of 
several states already have held that 
estate and tax counseling constitutes the 
practice of law and other actions cur- 
rently are pending in various parts of 
the country seeking to enjoin estate and 
tax planning activities by banks, so- 
called estate planning firms and others. 

Against this background, Mr. Dutton 
indicated that relations between the 
practicing bar and the banks in Indiana 
had always been on an extremely high 
level and it was his hope that they could 


avoid open clashes in the area of un- 
authorized practice. The practicing law- 
yers of the state recognize that trust 
officers have a legitimate function and 
responsibility in the area of financial 
planning and the administration of 
trusts and estates, just as the lawyer 
does, and both sides are anxious to re- 
spect each other’s boundaries so long as 
these boundaries are known and under- 
stood. 


Mr. Dutton concluded by suggesting 
that since so many trust officers nowa- 
days also are lawyers the trust officers 
should become active in state and local 
bar associations and take the lead in 
defining and respecting the several func- 
tions of the bar and the trust depart- 
ments of banks. 


A AA 


Broad Street Journal 


Girard Trust Corn Exchange Bank’s 
6th edition of the Broad Street Journal, 
published for the Pennsylvania Bankers 
Association annual convention at Atlan- 
tic City in late May, again pokes fun 
at the bank’s services and personnel with 
a varied assortment of whimsy ranging 
from mid-1800 pictures of its corre- 
spondent bank representatives to the 
utilitarian suggestion that the four page 
sheet be used to wrap any fresh fish 
which delegates to the convention may 
wish to carry home. In the trust area. 
a well-beavered and ancient gentleman 
avers that their trust officers “are train- 
ed over the years to take a warm, friend- 


ly interest in our trust customers.” 


A A A 
e Over two million saxpayers made mis- 


takes mostly in their favor totalling $63 
million, according to a report by Com- 
merce Clearing House. Deficiencies aver- 
aged $85 while refunds averaged $69. 
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14TH LAW SCHOOL CONTEST HELD 


Two University of Richmond Law 
School seniors have won first and second 
prizes in the 1961 Will Draftsmanship 
Contest, sponsored annually by Virginia 
Trust Co. They are Thomas S. Word, Jr., 
and Willard M. Robinson, Jr. Third prize 
winner was William T. King, Jr., student 
at Washington and Lee Law School. Win- 
ners receive total cash prizes of $200, 
$125 and $100, respectively. 

The contest, which has been active for 
14 years, is open to students in law 
schools of four Virginia colleges. Each 
student is given a set of hypothetical 
facts, prepared each year by a Richmond 
attorney, and is asked to write a Will, 
setting up a trust. Entries this year were 
judged by four practicing Richmond at- 
torneys, each an alumnus of one of the 
four competing schools: Thomas C. Gor- 
don, Jr., University of Virginia; J. Ran- 
dolph Tucker, Jr., Washington and Lee; 
Gordon H. Andrews, University of Rich- 
mond; and R. Harvey Chappell, Jr., Col- 
lege of William and Mary. 

Other contest winners, each receiving 
a $50 cash prize, were: Ronald L. Buck- 
walter and Sebastian Gaeta, Jr., from 
the College of William and Mary; Ed- 
ward M. Prince and James A. Wade from 
the University of Virginia; and E. 
Michael Masinter, from Washington and 
Lee. 

A & dA 
PITFALLS IN ESTATE PLANNING 
PROGRAMS 


Six pitfalls in estate planning pro- 
grams conducted by educational institu- 
tions are set forth in the March issue 
of Pride, published by the American Col- 
lege Public Relations Association. Written 
by Walter E. Burch, Director of Develop- 
ment at Abilene Christian College, the 
article cautions its readers to beware of 
(1) plagiarism, (2) indiscriminate use of 
legal forms, (3) merchandising one 
feature of a plan; (4) assuming the role 
of professionals, (5) depending too much 
on literature, and (6) becoming develop- 
ment administrators to the neglect of 
field work. 





























Two seniors from St. John’s and Brooklyn Law Schools were named the winners in the 
annual will-drafting contest sponsored by Kings County Trust Co. of Brooklyn. Left to 
right are Chester A. Allen, chairman of the bank’s board of trustees, and Kings County 
Surrogate Maximilian Moss presenting $100 first prize checks to Michael Berloff and Gene 
Kazlow, while looking on is John J. Lynch, president of the Trust Company. The winning 
will drafts were judged on originality, completeness, soundness of distributive provisions, 
maximum protection to testator’s family, Federal and New York estate tax savings, dis 
tribution according to testator’s wishes, ease of understanding, grammatical exactness, 
legality and form. 





Estate Planning Workshops 
Scheduled 


A practice workshop for attorneys, 
accountants, trust officers and life un- 
derwriters, given by the Law Center and 
the Division for Continuing Education 
of The University of Kansas City, Mis- 
souri, is being held on five consecutive 
Saturday mornings, April 22 to May 20. 
Among the subjects on the program are: 
Role of each member of estate planning 
team, “splitting of estates,” marital de- 
ductions, life insurance, wills, trusts and 
powers of appointment, gifts, small busi- 
ness or close corporation problems in es- 
tate planning. 


The workshop director is Gerald M. 
Lively, a former trust officer now in the 
insurance business. 


A AA 









Established 


a State-Planters Bank of Commerce and Trusts 


RICHMOND + PETERSBURG + HOPEWELL, VA. 
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_ its State-Plawteu 


for complete trust services 


for corporations and individuals 


PRIZES AWARDED IN 8TH DRAFTING 
CONTEST 


First prize of $100 was awarded to 
Paul C. Weaver in the Eighth Annual 
Legal Instrument Drafting Contest, 
sponsored by The Marine Trust Co. of 
Western New York in collaboration with 
the Law School of the University of 
Buffalo and the Erie County Bar Asso- 
ciation. Prizes of $75, $50 and $25 re- 
spectively were awarded Carl E. Snit- 
zer, Richard H. Gordon, and Eugene 
J. Murphy. Certificates of Honorable 
Mention were presented to six others. 


Awards were presented by Francis A. 
Smith, president of Trust Company, at 
a luncheon in the President’s Dining 
Room, All the contestants are seniors at- 
tending the University of Buffalo Law 
School. This year the problem was to 
draft a model trust agreement. 

Judging the papers were attorneys 
John B. Walsh, George F. Engler, and 
John H. Dittman of the Erie County 
Bar Association. 


A A A 


e Samuel J. Foosaner, Federal tax edi- 
tor of TRUSTS AND EsTATES was one of 
three nationally-known authorities on 
taxation and estate planning who ad- 
dressed a professional workshop on phil- 
anthropy and the tax laws at the Belle- 
vue-Stratford in Philadelphia on June 
14, under the sponsorship of Federation 
of Jewish Agencies. The others were 
Sydney Prerau, director of the J. K. 
Lasser Tax Institute, and Philip J. Gold- 
berg, chairman of the board of the Insti- 
tute for Financial Planning. 


TRUSTS AND EsTATES 
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Miller Heads Pennsylvania 
Trust Division 


Donald H. Miller, who is vice presi- 
dent and trust officer, Union Bank & 
Trust Co.. Bethlehem, was elected chair- 
man of the Pennsylvania Bankers Asso- 
dation ‘lrust Division for 1961-62 at 
the annul PBA convention held in At- 
lantic City. May 23. He succeeds Merle 
B. Mitcham, vice president and _ trust 
oficer, First Seneca Bank & Trust Co., 
Oil City, who will remain on the execu- 
tive committee. 

Other officers elected for the new term 
are: Vice Chairman — John M. Duff, 
vice president, Pittsburgh National 


DoNALD H. MILLER 


JOHN M. DUFF 


Bank; 7'reas. — Malvin F. Gstalder, 
president, First National Bank, Wil- 
liamsport; Sec. — Bruce M. Hassinger 
who was advanced from associate secre- 
tary and succeeds Belden L. Daniels, 
executive manager of the PBA. 

Tn his speech of acceptance Mr. Miller 
laid special stress on the importance of 
two bills currently before the legislature. 
Senate Bill No. 469, now moving 
through the Senate, in effect provides 
for Prudent Man Rule. House Bill No. 
246, which has passed the House and 
gone to the Senate Finance Committee, 
“clarifies the present inheritance tax 
laws and removes many existing inequi- 
ties.” 

A A A 


Management Support for 
Trust Departments 


Seven ways in which top management 
can give better support to trust depart- 
ments were indicated in the results of 
a survey conducted by the Commission 
on Public Relations and Business Devel- 
opment of the Association of Reserve 
City Bankers. They are: 


¢ Help arrange the most economical 

use of central departments 

Assist in obtaining new systems 

and mechanization 

¢ Participate in planning and staff- 
ing the new business effort (in- 
cluding promotion through branch 
and commercial officers) 

¢ Work with the trust officers on fee 
schedules 

¢ Study internal credits and charges 
to insure that trust department 
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profitability 
with others 

e Plan for staff increases indicated 

by department’s growth pattern 

e Expect trust departments to show 

a profit “commensuate with the 
talent, effort and responsibility in- 
volved.” 

Replies from 87 banks in all 12 dis- 
tricts were grouped according to the 
amount of annual gross fees as follows: 
Group I — less than $500,000; Group 
II — $500,000 to $1,000,000; Group 
III — $1,000,000 to $5,000,000; Group 
IV — over $5,000,000. It was found 
that larger departments tended to con- 
tribute a higher percentage of gross 
operating earnings of the bank. The 
percentages were: Group I — 3.6%; 
Group II — 5.8%; Group III — 8.4%; 
Group IV — 8.5%. 

The report said that the trust officers 
covered by the survey “have turned in 
a splendid record” but pointed out that 
“without the understanding and future 
planning of top management many trust 
departments will operate under a handi- 


29 


cap. 


is judged uniformly 
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Four Graduate Students 
Awarded Stonier Fellowships 

Graduate fellowships to four candi- 
dates for doctoral degrees in banking 
and finance have been awarded by The 
American Bankers Association. Recipi- 
ents of the 1961 fellowships, each worth 
$2,400 plus tuition and fees, are: 

Cora Louise Nelson of Chapel Hill, 
N. C., a student at the University of 
North Carolina; Harlan Ray Patterson, 
Camden, Ohio, who is writing his thesis 
at Michigan State University; Donald 
Philip Stegall, Denver, Colo., studying 
at Indiana University; and Glenn Audu- 
bon Wilt, Jr., Canton, Ohio, who is 
working toward a doctorate at the Uni- 
versity of Michigan. 


Oklahoma Trustmen Hear 
Wellman, Elect Officers 


The Trust Division of the Oklahoma 
Bankers Association, meeting in Tulsa 
on May 3 in advance of the Association 
convention, heard Arthur T. Wellman, 

om assistant vice pres- 
ident of Harris 
Trust & Savings 
Bank, Chicago, dis- 
cuss some of the 
newer trust depart- 
ment functions. 
Among these were 
employee welfare 
plans, funds for 
care of the aged, and charitable and 
religious endowments. Mr. Wellman em- 
phasized the necessity of determining 
costs in order to offer these services on 
a profitable, business-like basis. 

Charles H. Storm, vice president of 
National Bank of Tulsa, was elected 
president for the ensuing year. He suc- 
ceeds C. B. Neal, vice president of First 
National Bank & Trust Co., Tulsa. Other 
officers chosen are: Vice Pres. — Ro- 
bert Blinn, trust officer, Liberty National 
Bank & Trust Co., Oklahoma City; Sec. 
— Charles Fuson, executive secretary, 
Oklahoma Bankers Association; Ass’t. 
Sec. & Treas. — John Warren, vice 
president, Albright Title & Trust Co., 
Newkirk, Okla. 

A report on the trust school, which 
held its first session last autumn at the 
University of Tulsa, cited a first year 
enrollment in excess of expectations and 
estimates of a still large number this 
year. The first session covered Wills and 
Probate Procedures and the second will 
concentrate on Trusts and Trust Ad- 
ministration. It will be held in Oklahoma 
City. 





CHARLES H. STORM 
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Melting Frozen Estates 





AN OPEN LETTER TO THE MAN WHC MANAGES 
THE SIWASH COLLEGE ENDOWMENT FUND 


The Director, 

Siwash College Endowment Fund. 
Siwash College, 

Siwash, Ohio. 

Dear Sir: 


Perhaps I can interest you in an idea 
which | presented to two universities 
some years ago, and without success — 
which may prove that my idea is no 
good, or possibly that they lacked per- 
spicacity. Let me try it on you. 

There are two uses for educational 
endowment funds: (1) as expendable 
capital for building and other purposes, 
and (2) as capital for the production of 
income for various needs. My suggestion 
applies only to funds used for the sec- 
ond purpose, to derive income, and is 
intended to produce a much increased 
return on invested endowment funds. 

In our high-tax economy the success- 
ful business man, more often than not, 
dies leaving an estate which has great 
difficulty paying off its estate taxes, ad- 
ministration expense and debts and sat- 
isfying any desired cash bequests. This 
is because it is quite difficult today to 
accumulate much wealth except in cor- 
porate form. The probability is that 
Mr. Johnson, who has built up a magni- 
ficent enterprise from scratch and _ is 
happy in the fact that he can now buy 
a new Cadillac every year, will leave 
an estate consisting of his valuable cor- 
porate interest and very little else. 

In recognition of the struggles and 
tragedies which can follow such a situa- 
tion, the Internal Revenue Code gives 
relief under Section 303 (which some- 
times permits stock to be redeemed by a 
closely held corporation on a favorable 
tax basis) and under Section 6166 
(which, in certain closely held situa- 
tions, gives the executors the right to 
pay part of the estate tax over a period 
of ten years). But, for various practical 
reasons, Section 303 is not always 
available or practicable, and Section 
6166 offers problems which terrify the 
average executor. There are other ways 
of solving an estate liquidity problem, 
but case after case arises in which there 
is no satisfactory answer to the prob- 
lem in any normal direction and the 
estate is in real trouble. ° 

Here is a large field of very profit- 
able investment for endowment funds. 
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Many enterprises which fall into the 
category under discussion are notably 
successful and distribute exceptionally 
high dividends. Carefully selected, after 
a study and judgment of the trade, the 
individual business, the product, man- 
agement succession, etc., shares of such 
companies would be a valuable addition 
to an endowment portfolio. 

Some might be picked up when the 
actual problem hits the executors real- 
istically. If a college let it be known 
that it might be a purchaser of a minor- 
ity interest in a closely-held company 
the major stockholder of which has died 
leaving an estate liquidity problem, it 
would not be surprising if many intrigu- 
ing offers were made to it. 

But the problem should be solved in 
advance of death. Mr. Johnson might 
not wish to sell a part of his stockhold- 
ing in the Johnson Manufacturing Cor- 
poration to some unknown individual, 
or he might have great difficulty in find- 
ing a purchaser for less than a con- 
trolling interest. So, comes Siwash and 
offers to buy a minority interest, which 
would produce the liquidity which Mr. 
Johnson’s estate will direly need. This 
is no disturbing partner to have in the 
business. Mr. Johnson might welcome 
Siwash when he would turn down some 
individual investor. 


Siwash would want, and should get, a 
bargain. But the bargain could operate 
exceedingly well for Johnson, himself. 
Let us suppose a fair professional ap- 
praisal of the value of the Johnson stock 
were $100 per share, and that the aver- 
age dividends on this value represented 
10%. Suppose then, that Johnson sold 
X shares of stock to Siwash on an ex- 
press agreement that, although the value 
were $100 per share, the price was to 
be $80 per share to Siwash, the balance 
of the value being a gift. In such cir- 
cumstance, carefully prepared, John- 
son’s gift to Siwash would be $20 per 
share, the value of which he could de- 
duct as a charitable donation on his in- 
come tax return, within the limit allowed 
by law, 30% of his adjusted gross in- 
come. To take full advantage of this 
deduction, he might make the sale in 
installments over a period of years. 
Thus, if he were in, let us say, an 80% 
top income tax bracket, the $20 gift 





would be worth $16 in cash to him, and 
the net discount on selling the stock 
would be only $4, or 4° of its true 
market value. 

On the other hand, a $10 dividend on 
an $80 purchase price would mean an 
income return to the College of 12.5%, 
which is monumentally better than usy- 
ally earned on endowment funds. 

How to find such situations? If jt 
should broadcast its readiness to con. 
sider propositions, Siwash might be 
swamped with all! sorts of unsatisfactory 
applications. I suggest there is a func. 
tion here for banks and trust companies, 
They are usually aware of cases which 
might involve estate frigidity. Indeed, 
as prospective executors in many of 
such situations, they could have a di- 
rect interest in helping to solve the 
liquidity problem in advance. If Siwash 
should inform a group of banks and 
trust companies of its interest in this 
project, requesting that only “cream 
cases” be presented to it, it would not 
surprise me if the result would eventu- 
ally be a very substantial increase in 
the income production of its endowment 
funds and on a basis as safe as created 
by normal investment. And what a boon 
to many Johnsons and their heirs. 

RENE A. WorMSER 


A A A 


Lawyer s Wledern , 


Where is the law practice going? 
What are we going to do? 
Well, as you surmise 

Since we can't advertise. 

Pretty soon we'll be through. 


First there are all the accountants; 
They’ve taken the tax work away; 
And some of the jokers, 

The real estate brokers 

Seem to have horned in to stay. 


Then come all of the new Estate Banners; 
Everyone’s in on the act; 

They come out of college 

Without legal knowledge, 

But that doesn’t alter the fact. 


The life underwriters are busy, 
Their audits include the man’s Will. 
Staff lawyers are hired; 

Since their aid is required, 

The agent and they split the bill. 


If the fact is that we do it better, 
And really have something to give. 
We'd better begin 

To set up a din 

With the slogan of “live and let live.” 


Rut Lewinson—196! 

Written for the annual dinner tendered by the 

Committee on Practice and Procedure in the Sur 

rogate’s Court of the New York County Lawyers 

‘Association to the Surrogates of the Metropolitan 
counties. (April 19, 1961.) 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“Locked In — or Out?” asks a re- 
cent ad from United States Trust Co.., 
New York. which shows two men stand- 


ing on cither side of bars. If the invest- 
or feels locked in by large profits, says 
the ad, he may be following his emo- 
tions rather than logic. “If the stocks 
that he owns are not the best for his 
purpose. he is locking himself out of the 
greater benefits he could obtain by re- 
placing his present holdings. A discus- 
sion with the Trust Company could ‘un- 
lock’ the situation and lead to profitable 
action.” 


“When a lady needs a friend,” is the 
title of an ad from Depositors Trust Co., 
Augusta, Maine. The ad depicts a 
woman worried over financial problems 
and suggests, “If you are a widow or a 
single woman with investment responsi- 
bilities, you may very well want to con- 
sider an Investment Management Ac- 
count... Under such an arrangement 
our Trust Department acts as your ‘fi- 
nancial secretary.’ Or — you may prefer 
to place your securities in a Living Trust 
and have us take complete responsibility 
for investment decisions.” 





ee 
ae ~e 


. 
¢ ay 
: 





Time to Revise 
Your WILL? 
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; A Will is not a document that should be 
| filed away and then forgotten. New tax 
1 laws, a death, 2 marriage, a birth, « 
‘ change in financiel circumstances are im- 
t perative reasons for reviewing yeur Will 
] and bringing it up to date. 
' When you and your attorney review 
' your Will, you may wish te appoint this 
1 bank as your executor and trustee be- 
1 cause of its experience in estate matters. 
i Officers of our Trust Department will 
welcome the opportunity to discuss this 
; with you and your attorney at any time. 
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“Mr. First’ would like to pin a medal 
on 55 special people!” is the headline 
of an ad for The First National Bank oj 
Atlania. The ad paid tribute to the 55 
Atlanta life underwriters who had 
achieved membership in the “Million 
Dollar Round Table.” Listing the names 
and companies of the salesmen, the text 
urged readers to “Congratulate him, too, 
for helping so many people gain new 
security and financial freedom through 
life insurance.” 


“Would you have made this invest- 
ment slip-up?” begins a recent ad for 
the Harris Trust and Savings Bank, Chi- 
cago. It relates a brief case history of a 
man who inquired whether anything 
might be done about stock rights he had 
let expire while on vacation. The an- 
swer, of course, was no, but “This is 
why an Investment Agency Account in 
our Trust Department makes so much 
sense. Here your investments are under 
the continuing supervision of investment 
managers who offer you recommenda- 
tions based on current and long-range 
trends.” 


“Time to revise Your WILL?,” is the 
caption of a recent ad for First National 
Bank of Birmingham, Ala. “A Will is 
not a document that should be filed 
away and then forgotten. New tax laws, 
a death, a marriage, a birth, a change 
in financial circumstances are impera- 
tive reasons for reviewing your Will and 
bringing it up to date.” The ad invites 
the client and his attorney to discuss 
the maiter with trust officers. 


“The man who wouldn’t dream of 
selling real estate in a buyer’s market 
often forces his heirs into exactly that 
plight,” states an ad from The Hunting- 
ton National Bank of Columbus, Ohio. 
A newspaper clipping is shown report- 
ing a one-half million dollar estate that 
was admitted to Probate Court. The ad 
states that the land will most likely have 
to be sold to pay the taxes. “Estate 
Analysis is designed to prevent just such 
needless sacrifices,” the copy says. 


A recent ad for the First National 
Bank of Minneapolis shows, under the 
headline “Human Administration for 
Estates,” a mother watching her three 
small children play. The ad states that 
“The Probate Division of the Trust De- 
partment . . . is designed specifically to 
carry out the instructions in your Will 
with businesslike efficiency and sympa- 
thetic understanding. 




















TWO HEADS 


... are certainly better than one 
when it comes to complex matters of 
estates, wills and trusts. This is attested to 
by a history of cooperative assistance 
rendered attorneys by Fidelity trust offi- 
cials for almost a century. We would wel- 
come a heads-together meeting with you 
to discuss ways in which we can serve you 
and your clients. 


FIDELITY WwW 


PHILADELPHIA 
TRUST COMPANY 


Broad and Walnut Streets, Philadelphia 9, Pa. 


Member Federal Deposit Insurance Corporation 


“Two Heads are certainly better than 
one when it comes to complex matters 
of estates, wills and trusts,” begins an 
ad from Fidelity-Philadelphia Trust Co. 
A caricature drawing of two heads peer- 
ing at a document appears over the 
body of the ad aimed at attorneys. “We 
would welcome a heads-together meeting 
with you to discuss ways in which we 
can serve you and your clients,” the ad 
concludes. 


Booklets 


A-.new booklet put out by the Fiduci- 
ary Trust Co. of New York describes the 
background, history and purposes of 
the organization. In its continuing drive 
for I.M. (Investment Management) ac- 
counts, the company points out that the 
distinguishing features of the organiza- 
tion are the same today as when it was 
formed in 1931. The first is that the 
Trust Company is an investment man- 
agement organization with trust powers 
enabling it to act as executor and trus- 
tee. Secondly, the officers are left free 
“to give their close personal and un- 
biased attention to each account,” and 
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THERE'S ONLY 
ONE REASON 
FOR IT! 


We have enjoyed 96 successful years in 
the banking field for one reason only — 


WE ARE A GOOD BANK TO DO 
BUSINESS WITH. 


Let us handle your — 
Transit items 
Collections 
Excess loans 
Investment questions 
Corporate trust service 
And any other banking need 


See if you do not find us “A good bank 
to do business with.” 


First» MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 








Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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the Company “refrains from many of 
the activities in which trust companies 


are ordinarily engaged.” Thirdly, “it 
charges a fee sufficient to enable it to 
give conservative, yet aggressive invest- 
ment management, and to maintain an 
effective investment research organiza- 
tion for this purpose.” 

“Bank-at-Home” is a new approach 
in merchandising recently introduced by 
Fidelity-Philadelphia Trust Co. The plan 
is a combination promotion piece, cal- 
endar, and application form dispenser. 
The plan package is being distributed 
door-to-door by a representative in the 
center city area. “Who Are Your Heirs 
If You Make No Will?”, is the title of 
one of the booklets which make up the 
plan. It describes the manner in which 
state law provides for the distribution 
of property if a person dies without a 
will. Only by making a will, it says, can 
one select an executor, make special 
provisions to safeguard loved ones, pro- 
vide a larger portion for a minor, in- 
sure an independent income for a mar- 
ried daughter or protect the legacy of 
a son, or make bequests to favorite 
charities. 


Forums 

R. O. Kwapil, vice president and 
senior trust officer of First National 
Bank of Nevada, Reno, was one of the 
speakers at the recent financial forum 
for the ladies at the Reno Twentieth 
Century Club, sponsored by the bank. 
Trusts was the subject of his discussion. 

Estate planning, bank services, life 
insurance and investments were the 
topics under consideration at a financial 
forum for women presented by Central 
Trust Capital Bank of Harrisburg, Pa., 
in cooperation with some fifty of the 
leading women’s clubs and organizations 
of the Greater Harrisburg Area. 





Mrs. Nancye B. Staub, trust officer 
of the Trust Company of Morris County, 
Morristown, N. J., and a past president 
of the National Association of Bank 
Women, spoke on “Estate Planning, 
Wills and Trusts.” Charles H. Hoeflich, 
vice president, Philadelphia National 
Bank, discussed “Services Your Bank 
Provides.” Miss Betty S. Martin, direct. 
or of the Women’s Division, Institute 
of Life Insurance, New York, and con. 
sumer consultant to the New York State 
Federation of Women’s Clubs, spoke on 
“Feminine Focus on Life Insurance.” 
Mrs. Margaret E. Kennedy, a specialist 
in mutual funds and family money prob- 
lems, and a partner in the New York 
Stock Exchange firm of Lubetkin, Re. 
gan, and Kennedy, Wall Street, spoke 
on “Investing in Mutual Funds, Stocks 
and Bonds.” Total attendance at the 
four sessions of the forum was approx- 
imately 3,200. Charles H. Graff, presi- 
dent and chairman of the board of Cen- 
tral Trust, termed the forum “the finest 
public service program the bank has 
ever undertaken.” 


The 13th Annual Tax Forum spon- 
sored by Title Insurance and Trust Co. 
of Los Angeles was presented “in dupli- 
cate” in that city on May 16 and in 
San Diego three days later. The all-day 
sessions encompassed ten lectures on 
topics of current concern to tax practi- 
tioners and estate planners. A number 
of these will be published in Trusts anp 
ESTATES in the coming months. 


A A A 


e Twenty-eight staff members of Na- 
tional Bank & Trust Co. of Fairfield 
County, Conn., will attend special bank- 
ing courses this summer at eight uni- 
versities and colleges stretching from 
Massachusetts to Wisconsin. 





Speakers at Title Insurance and Trust Co. Tax Forum. Back row, left to right: William 





A. Cruikshank, Jr., Irving M. Grant, Lawrence E. Irell, Judge L. N. Turrentine, Chairman 

of San Diego session (Melvin D. Wilson was Chairman at Los Angeles session), Albert 

L. Burford, Ernest E. Mortenson and James O. Hewitt. Front row: Henry C. Diehl, John 
C. McDevitt, Clyde E. Tritt and Robert L. Farmer. 
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ESTATE PLANNING COUNCIL ACTIVITIES 


Two special programs were sponsored 
in May by estate planning councils, one 
in Massachusetts and one in Texas. The 
Boston Life Insurance and Trust Council 
joined with the Boston Chapter, Chart- 
ered Life Underwriters, to present on 
May 2 their Annual Estate Planning 
Day. The afternoon and evening ses- 
sions were open to all attorneys, 
C.P.A.’s. C.L.U.’s, trustmen and_busi- 
nessmen and featured the “Estate Plan- 
ning in Action” panel consisting of three 
well known New Yorkers: William J. 
Casey, chairman, board of editors, Insti- 
tute for Business Planning; Rene A. 
Wormser, attorney and author; David 
Boyd Chase, partner, J. K. Lasser & Co. 

The Fort Worth Business and Estate 
Council designated May 15-20 as “Per- 
sonal Planning Week” in an experiment 
which could “well be the most import- 
ant project so far undertaken” by the 
council. The high light of the week was 
a public meeting addressed by W. Gibbs 
McKenney, Baltimore attorney and edi- 
tor, whose subject was “Estate Planning 
for You and Your Family.” 

Birmingham, Ala.—‘Examination of 
Present Trends in Estate Planning” was 
discussed at the May 3 meeting by J. W. 
Cocke, C.P.A., of Jackson, Miss., who is 
a past president of the Estate Planning 
Council of Mississippi and a member of 
the Mississippi State Bar. 

Montgomery, Ala.—Roy Woolf, An- 
niston, Ala., attorney, was the principal 
speaker at the annual meeting on May 
30. He spoke on legal and tax problems 
arising from intestacy. Officers elected 
for the ensuing season are: Pres. — Wil- 
liam T. Branch, C.L.U.; Vice Pres. — 
Glen L. Suydam, C.P.A.; Sec. — C. 
Rees Jenkins, trust officer. Union Bank 
& Trust Co.; Treas. — J. Allen Reynolds, 
Jr., vice president and trust officer, First 
National Bank. 

Anchorage, Alaska—A review was be- 
gun of the new probate code which 
Council members will study for the next 
few months. John Hughes, attorney, 
stressed the group’s unique position as 
the only estate planning council in the 
state and told members they have an 
important role in making sure that 
Alaska has a workable and adequate 
probate code. Also at the May 23 meet- 
ing, Forrest McConnell, life underwriter, 
led a discussion involving an estate 
planning problem. 

Central Arizona, (Phoenix )—‘Mari- 
tal Deduction Pitfalls” were discussed 
at the May 1 meeting by Frank T. Rea, 


\ $ mY 


C.P.A., Houston tax manager for Price 
Waterhouse & Co., and formerly vice 
president and trust officer of the Na- 
tional Bank of Commerce, Houston. 
Southern Arizona (Tucson)—Officers 
elected for the ensuing season at the 


May 15 meeting are: Pres. — Jacob 
Smith, C.P.A.; Vice Pres. — John L. 
Donahue, Jr., attorney; Sec. — Norman 
Gardiner, life underwriter; Treas. — A. 


Ney Eldred, trust officer, Valley National 
Bank. 

Bakersfield, Cal—**An Unusual Trust 
Approach to Estate Tax Savings” was 
presented by Edwin G. Davies, estate 
consultant in Los Angeles, at the May 
23 meeting. His remarks were based on 
his paper published in the September 
1955 issue of T.&E. 

East Bay (Oakland, Cal.)—‘Recent 
Developments Concerning State Inheri- 
tance Taxes” were discussed at the May 
8 meeting by Newell C. Barnett, Assist- 
ant Inheritance Tax Appraiser. 

Peninsula (Scn Mateo, Cal.)—“The 
Taxation of Life Insurance” (including 
income, gift, federal estate and Cali- 
fornia inheritance aspects) was dis- 
cussed at the May 18 meeting by Robert 
E. Rose, San Francisco assistant man- 
ager for Connecticut General Life Insur- 
ance Co. 

San Francisco, Cal.—Life Insurance: 
Inflation Hedge?” was the topic for R. 
Edwin Wood, C.L.U., at the May 17 
meeting. Officers elected by the directors 
are: Pres. — Paul E. Anderson, attor- 
ney; Vice Pres. — Elwood T. Starbuck, 
C.L.U.; Sec. — Wallace D. Cathcart, 
C.P.A.; Treas. — Donald T. Lauer, vice 
president and trust officer, Wells Fargo 
Bank American Trust Co. 

Santa Clara County (San Jose, Cal.) 
—New Ideas on the Taxation of Life 
Insurance” were presented by Robert 
E. Rose, San Francisco assistant man- 
ager, Connecticut General Life Insur- 
ance Co., at the May 15 meeting. 

Denver, Colo.—A work session semi- 
nar to “help solve the estate planning 
problems of one Oliver Pecksniff and 
his spouse, Kit Nubbles Pecksniff” was 
held on May 24. The solutions of the 
various teams were compared with that 
of a panel consisting of: James Vander 
Laan, Lucius Woods, Rowe Rudolph 
and Harold Norbloom — the same com- 
mittee “responsible for Pecksniff’s prob- 
lems.” Officers elected for the ensuing 





season are: Pres. — Alexander J. Lind- 
say, accountant; Vice Pres. — Donald 
Broun, life underwriter; Sec. — Lucius 


Woods, attorney; Treas. — Jack Puck- 
ett, trust officer, Colorado National 
Bank. 


Connecticut—“Legal and Tax Devel- 
opments Affecting Life Insurance Com- 
panies” were discussed by Charles W. 
Kappes, Jr., at the May 16 meeting. Mr. 
Kappes is general counsel for Mutual 
Benefit Life Insurance Co. of Newark. 
N. J. 

Washington, D. C.—Officers elected at 
the May 5 meeting are: Pres. — Thom- 
as S. Lawson, trust officer, Suburban 
Trust Co., Silver Spring; Vice Pres. — 
Edward J. Schmuck, vice president and 
general counsel, Acacia Mutual Life In- 
surance Co.; Treas. — Edward A. Dent. 
Jr., trust officer, American Security & 
Trust Co.; Sec. — Morris B. Hariton, 
C.P.A. The council membership now in- 
cludes 20 attorneys, 7 C.P.A.’s, 26 trust 
officers and 54 life underwriters. 

East Coast (West Palm Beach, Fla.)— 
“Recent Developments in Estate and Gift 
Taxes” were discussed by George D. 
Webster, Washington, D. C., attorney, 
at the May 26 meeting. 

Northeast Florida (Jacksonville)— 
Actual cases of current estate planning 
and estate tax problems were discussed 
on May 11 by William Caron, C.P.A. 
Mr. Caron is a member of the Estate 
Planning Committee of the A.I.C.P.A. 

St. Petersburg, Florida—Silas Daniel. 
Jr., attorney, was elected president on 
May 25. Others elected were: Exec. Vice 
Pres. —- George Tornwall, Jr., C.P.A.: 
Vice Pres.—W. A. Emerson, — stock 
broker; Sec.—Clair B. Owen, Jr., assist- 
ant vice president and assistant trust 
officer Florida National Bank; Treas. — 
L. E. Conner, life underwriter. After the 
election George Peck discussed the pro- 
posed Liberty Amendment to the Fed- 
eral Constitution. 

Southeast Florida (Miami)—Recent 
probate cases and other matters in the 
administration of estates were discussed 
on May 25 by the three County Judges 
of Dade County: Hon. W. F. Blanton, 
Hon. Frank B. Dowling and Hon. 
George T. Clark. 

Hawaii (Honolulu)—The “Immediate 
and Long Range Economic Forecast for 
the State of Hawaii” was discussed on 
May 18 by Dr. James Shoemaker, vice 
president, Bank of Hawaii. 

Chicago, Ill_—“Some Suggestions for 
Avoiding Common Pitfalls in Estate 
Planning” were presented on May 11 
by Norman A. Sugarman, Cleveland at- 
torney. Mr. Sugarman is chairman of 
the committee on income of estates and 
trusts, taxation section of the American 
Bar Association. 
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Indianapolis, Ind.—C. S. “Red” Ohs- 
ner, former All-American footballer at 
Ohio State and now head of Business 
Insurance Service, Inc., Columbus, 
Ohio, spoke on May 18 about the prob- 
lems involved in split-dollar insurance. 

Des Moines, Iowa—“The Account- 
ant’s Role in Estate Planning” was pre- 
sented on May 1 by Richard L. Sharp- 
nack. 

Louisville, Ky.—Executive Pay Plans 
including Stock Redemptions, Stock Op- 
tions and a new approach to Deferred 
Compensation were discussed on May 
18 by William B. Lynch of Seefurth & 
McGiveran Consulting Services, Milwau- 
kee. 

Berkshire County (Pittsfield, Mass.) 
—‘Trusts, Instruments, Their Terms 
and How They Fit into Estate Planning” 
was the May 25 subject for Holbrook 
Campbell, Springfield attorney. 

Flint, Mich—John O. Todd, C.L.U., 
past chairman of the Million Dollar 
Round Table and trustee of the Amer- 
ican College of Life Underwriters, on 
May 17 discussed “Avoiding Tax Ex- 
travagance in Estate and Corporate 
Planning.” 

Kansas City, Mo.—Newly elected ofh- 
cers are: Pres. — Tom H. Parrish, at- 
torney; Vice Pres. — Kenneth H. Arm- 
strong, vice president and trust officer, 
Union National Bank; Sec. — Donald 
H. Chisholm, attorney; Treas. — David 
N. Lieberman, C.P.A. 

St. Louis, Mo.—Two speakers at the 
May 1 meeting are the result of plans 
made a year earlier. Earl S. MacNeill, 
formerly vice president of Irving Trust 
Co.. New York, and now vice president 
of Merrill Anderson Co., Inc., spoke on 
“The Use and Misuse of Short-Term 
Trusts.” Joseph Trachtman, attorney, 
author and New York legal editor of 
TRUsTS AND EsTaTEs, discussed “Trusts 
for Minors.” 

Buffalo, N. Y.—The “Use of Trusts” 
was discussed at the April meeting by 
Buffalo attorneys William E. Lytle and 
Holland V. Williams. In February the 
Council heard Harry C. Harshman, vice 
president, Marine Midland Corporation, 
on the “Outlook for the Economy and 
Security Markets.” 

Long Island, N. Y.—Members of the 
Council enacted on May 18 typical 
scenes from the Surrogate’s Court with 
the Hon. John D. Bennett providing ap- 
propriate advice and explanatory re- 
marks. Members were invited to bring 
guests, including associates, clients, pros- 
pects or others who might benefit from 
the presentation. 


New York, N. Y.—Norman A. Sugar- 





man, formerly assistant commissioner of 
Internal Revenue and now practicing 
law in Cleveland, on May 15 discussed 
“Suggestions for Avoiding Pitfalls jn 
Estate Planning.” The Council has ex. 
tended a welcome to trust officers of 
local banks to attend Council meetings 
as guests ($10 per guest). 

Charlotte, N. C.—The following off. 
cers for the ensuing year were elected on 
May 29; Pres. — W. Pinkney Herbert, 
Jr., attorney; Vice Pres. — Frederick 
H. Temple, C.P.A.; Sec. — Alex R. 
Josephs, C.L.U., of New York Life In. 
surance Co.; Treas. — Thomas Grant, 
Jr., senior vice president and _ senior 
trust officer, First Union National Bank 
of North Carolina. 

Cincinnati, Ohio—Herman C. Biegel, 
Washington, D. C., attorney, discussed 
important current developments in the 
field of executive compensation at the 
May 3 meeting. Mr. Biegel has been 
special attorney in the office of Chief 
Counsel of the Bureau of Internal Rev- 
enue and specializes in matters involving 
executive compensation, insurance and 
incentive plans. 

Cleveland, Ohio—Harold Franklin, 
manager of the North Ohio Branch of 
Canada Life Assurance Co., on May 16 
addressed the Council on “Financed In- 
surance.” The Society of Estate Analysts 
on May 8 heard B. J. Adelson on “Cur- 
rent Income and Estate Tax Problems 
Affecting Life Insurance.” Mr. Adelson 
is associated with Grossman, Schlesinger 
& Carter, local law firm. 

Dayton, Ohio—Basic fundamental in- 
formation in funded and insured pen- 
sion trusts were discussed on May 25 
by Otto G. Huber of Penn Mutual Life 
Insurance Co. and S. P. Stottlemyer, as- 
sistant vice president of Winters Na- 


tional Bank & Trust Co. Officers elected 


for the ensuing year are: Pres, — C. E. 
Drury, Jr., of John Hancock Mutual 
Life Insurance Co.; Vice Pres. — Otto 


G. Huber, Penn Mutual Life Insurance 
Co.; Sec.-Treas. — Kenneth N. Graham, 
vice president, Winters National Bank & 


. Trust Co. 


Mahoning-Shenango Valley (Ohio- 
Pa.)—Harry Yohlin, Philadelphia at- 
torney and co-author of a new book en- 
titled “Taxation of Deferred Employee 
and Executive Compensation,” spoke on 
“Payments to Widows of Employees or 
Executives” on May 11. 

Tulsa, Okla—The annual _ dinner 
meeting was held at the Harvard Club 
on May 22. 

Bucks County, Pa.—Albert B. Erich- 
son, underwriter, was elected president 
at the annual meeting on May 23. Other 
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oficers elected were: Vice Pres, — John 
§ Renninger, attorney; Sec. — Harold 
W. Sims. C.L.U.; Treas. — John H. 
Rockel, C.P.A. A case study in estate 
planning was discussed by William J. 
Begley anc! Murray C. Haines. 

Philadelphia, Pa—At the annual 
meeting on May 4 the following officers 
were elected: Pres. — Charles M. Hamil- 
ton, attorney; Vice Pres. — Timothy L. 
Lingg, Philadelphia National Bank; Sec. 
— Arthur R. Gremel, C.L.U., Treas. — 
H. Woodward McDowell, vice president 
and trust officer of Central-Penn Na- 
tional Bank. Samuel J. Foosaner, federal 
tax editor of TRUSTS AND EsTaTEs, spoke 
on “1961 Approach to Estate Planning.” 

Pittsburgh, Pa.—William H. Genge, 
agency executive, spoke on “The Break- 
Through in Good Taste” on May 16. 

Chattanooga, Tenn.—The annual 
membership meeting was held on May 
3]. The new officers are: 

Pres. John C. Stophel, attorney. 
Taber, Chambliss & Stophel; Vice Pres. 
William G. Brown, senior vice president 
and trust officer, American National 
Bank and Trust Co., and Sec.-Treas. 
Thomas A. Caldwell, Jr., attorney, Witt, 
Gaither, Abernathy, Caldwell & Wilson. 


Nashville, Tenn.—Overton Thompson, 
Jr., vice president and trust officer of 
Nashville Bank and Trust Co.. spoke on 
the “Practical Problems of Estate Ad- 
ministration” on May 25. 

Dallas, Texas—Ben J. Kerr, Jr., vice 
president and trust officer of the Mer- 
cantile National Bank, was elected presi- 
dent. Other officers are: Vice Presidents 
— William E. Collins and Ray L. Pol- 
lock; Sec. — Austin D. Rinne; and 
Treas. — M. K. Winborn. 

El Paso, Texas—Bruce G. Bixler, at- 
torney, spoke on “What to Give,” deal- 
ing exclusively with the gift tax, on 
May 16. 

Ogden, Utah—New officers for the 
coming year are: Pres. — Martin L. 
Robinette, C.L.U.; Vice Pres. — Keith 
E. Wiggins, C.P.A.; Sec. — Jerome 
Horowitz. attorney; Treas. — William 
J. Critchlow, III, trust officer, Commer- 
tial Security Bank. 

Lynchburg, Va.—Ralph E. Burnette, 
CP.A., was elected president for the 
ensuing year. He is a member of the 
local firm of Leach, Calkins & Scott. 
8. H. Williams, vice president of the 
First National Trust and Savings Bank, 
was elected first vice president of the 
Council. Other officers are: Second Vice 
Pres. — Frank G. Davidson, Jr., attor- 


ney ; Sec.-Treas. — J. David Garmey, 
life underwriter. 


June 1961 


Roanoke, Va.—The following officers 
were elected on May 25: Pres. — John 
H. Kennett, Jr., attorney; Vice Pres. — 
William S. Hubbard, underwriter; Sec. 
— William M. Claytor, underwriter; 
Treas. — Beverly C. Mullins, trust offi- 
cer, First National Exchange Bank. 

Madison, Wis.—Earl V. Reuschlein, 
C.P.A., was elected president at the an- 
nual meeting on May 8. Robert C. 
O*Malley, vice president and trust offi- 
cer of the Madison Bank and Trust Co., 
was elected president-elect; and Dean 
Beck, trust officer, American Exchange 
Bank, was elected secretary-treasurer. 
Richard Effland of the University of 
Wisconsin Law School spoke on “Pull- 
ing the Fat Out of the Fire,” referring 
to post-mortem estate planning. 

Racine-Kenosha, Wis.—‘‘Practical and 
Tax Consequences of Trust Administra- 
tion” were discussed by John W. Hed- 
dons, second vice president, Continental 
Illinois National Bank and Trust Co. of 
Chicago, at the annual meeting on May 
25. Officers elected were: Pres. — Fred 
D. Hartley; Vice Pres. — James D. 
Beckett, vice president and trust officer, 
First National Bank and Trust Co., Ra- 
cine; Sec. — Gene Soens; Treas. — 
Raymond P. Myer. 

Toronto, Ontario—J. K. Punchard, 
C.A., was elected president at the an- 
nual meeting on May 2. Lusk Hardy, 
C.L.U., was elected vice president and 
H. S. Day, attorney, treasurer. George 
Gathercole, Deputy Minister of Mines 
for the Province of Ontario, spoke on 
the Ontario Succession Duty Act as a 
tax gathering medium. 

A A A 
Alabama Trust Division 
Reports Active Year 

The Trust Division of the Alabama 
Bankers Association has had a success- 
ful and busy year in furtherance of 
fiduciary business in the state, according 
to retiring President Corley Chapman’s 
report to the parent group at the meeting 
in Montgomery on April 27, 1961. Mr. 
Chapman, vice president and trust off- 
cer of Troy Bank and Trusi Co., Troy, 
Alabama, is succeeded by N. Q. Adams, 
assistant vice president and trust officer, 
First National Bank of Mobile, as presi- 
dent of the Division but will act as 
Secretary-Treasurer during the current 
term. 

Mr. Chapman stated that the Legisla- 
tive Committee submitted seven bills on 
estate and trust matters, of which one 
was enacted. Mr. Chapman also noted 
the effective work of the Bar Relations 
Committee in this important area of 
cooperation. 


Let Alabama’s Oldest Bank 
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For more than four generations, First 
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SELECTED TRUST 


Reading Trust Co., Reading 


Our Common Trust Fund of legal 
Investments in August had grown to 
$1,992,526 with 429 accounts. 


Northeastern Penna. Nat. Bank & Trust 
Co., Scranton 


Early in 1961 all Trust Department 
bookkeeping will be processed electron- 
ically. 


Third National Bank & Trust Co., 


Scranton 


Normal growth plus the successful 
negotiation of converting certain trust 
investments resulted in an unusual in- 
crease in trust assets of more than $11,- 
000,000. This growth will increase gross 
earnings in succeeding years. 


First National Bank & Trust Co., 


Waynesboro 


Increased use of our Common Trust 
Fund as an investment results in a more 
economical operation. 


First National Bank, Wilkes-Barre 


Active use was made of our investment 
management and advisory service... 
A good volume of retirement trust busi- 
ness. 


Miners National Bank, Wilkes-Barre 


New highs in private trusts ... Estate 
planning has been outstanding ... New 
business has again far exceeded that of 
any previous year. 


Industrial National Bank, Providence 


The Common Trust Fund, completed 
its fourth fiscal year with more than 
$9,000,000 and 398 accounts, 


Rhode Island Hospital Trust Co., 


Providence 


Efforts to increase the number of our 
Pension and Profit Sharing Trusts is 
beginning to show results. During the 
year several new trusts were established 
which are expected to grow rapidly. 


South Carolina National Bank, Charleston 


The Pension and Profit sharing Divi- 
sion was successful in placing a sub- 
stantial volume of new accounts on our 
books. Investment management accounts 
were received in larger volume than ever. 
Appointments as executor and trustee 
were in larger volume than any previous 
year. 


Citizens & Southern National Bank, 
‘Columbia 


The volume of trust assets adminis- 
tered by the bank has doubled in the last 
five years ... Trust records entirely on 
electronic equipment. , 


*Continued from May issue, p. 469. 
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First National Bank of Memphis 


Early in the year the department 
launched a program of acquainting the 
public with the many helpful and money- 
saving trust services now available. This 
effort has proved fruitful, with many 
logical trust prospects becoming fully 
aware, for the first time, of the savings 
which can be effected through proper 
estate planning, and of the protection 
which only corporate trust services can 
assure. Evidence of the program’s effec- 
tiveness has been reflected in the form 
of many appointments under wills and 
trust agreements, and the gaining of a 
large number of corporate accounts, in- 
cluding transfer agencies and pension 
and profit-sharing plans. Through their 
widespread influence and their own use 
of the bank’s trust facilities, share- 
holders have contributed much to the de- 
partment’s continuing growth. 


National Bank of Commerce in Memphis 


We plan more suitable quarters to be 
occupied about mid-year. There seems to 
be a trend toward more careful estate 
planning, and we are confident that a 
substantial portion of this business will 
be developed by our highly-trained staff 
in this department. 


First American National Bank, Nashville 


The past ten years have seen our num- 
ber of accounts treble and the total dol- 
lar volume rise at an even higher rate. 
Accounts come to us most frequently as 
a result of the bank’s having been named 
executor in wills ... Pension and profit- 
sharing funds constitute one of our fast- 
est growing fields. 
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Third National Bank, Nashville 


Larger and more efficient quarters and 
additional staff have enhanced the Trust 
Department’s capacity ... During the 
year, the Trustee Service Program was 
inaugurated. This program offers, at a 
small cost, to companies with as many as 
125 employees, a preliminary pension and 
profit sharing plan study to assist in 
their consideration and adoption of such 
a plan. As an additional service, the bank 
has established a co-mingled Investment 
Fund which will provide a greater oppor. 
tunity for investment diversification, 
capital growth, increased yields, and 
flexibility than has been available here- 
tofore for small and medium-sized em- 
ployee benefit plans. 


Capital National Bank, Austin 


New and larger offices for the Trust 
Department became a reality in 1960... 
Growth during the past ten years is best 
reflected by its more than 1300% in- 
crease in both assets administered and 
number of active appointments. 


First National Bank of Fort Worth 


During the year we established Com- 
mon Trust Funds to provide better in- 
vestment diversification for trust ac- 
counts. The Trust Department enjoyed 
outstanding growth during the year and 
earnings are of increasing importance. 


Fort Worth National Bank 


Total active personal trust accounts 
increased 4.9%. The department in- 
augurated its Farm and Ranch Section 
in August. This rounds out the depart- 
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ment’s management team that includes 
specialist s in urban real estate, mort- 
gages, stocks and bonds, oil and gas 
property, trust services for corporations, 
taxation of estates and trusts managed 
by the department, trust accounting and 
auditing and estate planning coordina- 
tion. 


Bank of :he Southwest, Houston 


Particularly outstanding growth in 
Personal Trusts and in Pension and 
Profit-Sharing Trusts. 


National Bank of Commerce, Houston 


The stock transfer division and the in- 
vestment agency section experienced the 
jargest increases in activity during the 
year... Again, total assets administered, 
the number of accounts serviced, and 
total fees collected by the Trust Depart- 
ment reached new highs during the year. 


Frost National Bank, San Antonio 


We began the complimentary distribu- 
tion last year of the “Texas Will Manual 
Service” to attorneys in our banking 
area. The manual is ... annotated to 
reflect the recent decisions of the Texas 
Court . . . Our First Common Trust 
Fund completed its tenth fiscal year with 
total assets of $3,900,995. 


National Bank of Commerce of San 
Antonio 


Our Common Trust Fund “A” has 
now completed its fifth year and is now 
serving 121 of our smaller trusts. The 
value of each Common Trust Fund unit 
at the end of the year was higher than 
any previous year, and the 12 months’ 
income distribution per unit was also at 
a record high. 


First-Wichita National Bank, Wichita Falls 


At year end, 359 trusts and estates 
are under our active administration. 


First Security Bank of Utah, 
Salt Lake City 


The Pension Trust and Common Trust 
Divisions were especially active during 
the past year. 


National Bank and Trust Co., 
Charlottesville 


Assets being administered by our 
Trust Department are now in excess of 
$20,000,000. As an essential part of our 
trust services our Discretionary Common 
Trust Fund “A” enables your bank to 
provide investment diversification for the 
smallest Trust Account. The fund was 
established in 1956 and is now valued 
at $2,151,682 with 161 participating ac- 
counts. 


Peoples National Bank, Charlottesville 


The Common Trust Fund has a book 
Value of $2,930,495 with 325 accounts 
participating, an increase of over twelve 


per cent both in number of units and ac- 
counts. 
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First National Bank, Danville 


At year end, there were 290 accounts 
being served, with total book resources 
of over $16,600,000. The department was 
completely remodeled and moved into new 
quarters in August. A _ Discretionary 
Common Trust Fund was established in 
November with 134 accounts participat- 
ing for a total of $301,360. 


First National Trust & Savings Bank, 
Lynchburg 


Our Discretionary Common Trust Fund 
continues to be a splendid vehicle for 
the investment of funds of moderate 
sized trust accounts. At year end, 193 
accounts were participating and the total 
value of the fund was $6,273,496. Income 
to beneficiaries of the fund has increased 
each year. 


Lynchburg National Bank & Trust Co. 


A little over three years ago a Common 
Trust Fund was established . .. The 
fund now amounts to almost $2,000,000 
and has 208 participating accounts. 


Peoples National Bank & Trust Co., 
Lynchburg 


Presently, trust assets are distributed 
between private and court accounts, 
which total about 40%, and Agency, 
Custodian, etc. accounts making up the 
remaining 60%. Our Estate Planning 
and Trust New Business program pro- 
duced approximately $4,570,000 in new 
appointments, thereby continuing the ef- 
fectiveness of this effort. 


First National Bank, Martinsville 


During the preceding sé¢ven years the 
Trust Department has doubled and then 
redoubled its assets. Our Common Trust 
Fund and Fixed Income Fund total near- 
ly three quarters of a million dollars and 
have over 130 accounts participating. 


National Bank of Commerce, Norfolk 


The Trust Division is now acting as 
Trustee or Paying Agent for 39 bond 
issues. During 1960 the bank assumed 
duties under seven new issues, including 
the $200,000,000 Chesapeake Bay Bridge- 
Tunnel issue. 


Seaboard Citizens National Bank, Norfolk 


The number of wills placed in our 
vault in 1960, in which we will act in 
some fiduciary capacity, was approxi- 
mately 60% greater than in any previ- 
ous year. 


Bank of Virginia, Richmond 


Our two rapidly expanding Common 
Trust Funds provide investments of high 
quality and flexible diversification for 
small and medium sized trusts. 


State-Planters Bank of Commerce & 
Trusts, Richmond 


The acquisition of new trust business 
is the responsibility of our entire staff, 


» INCREASE IN NUMBER OF ACCOUNTS SINCE 1951 
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Trust account growth at First American 


National Bank, Nashville. 





and our commercial bank officers and di- 
rectors working with the Planning Divi- 
sion of the Trust Department have been 
productive in acquiring new and profit- 
able business, 


First National Exchange Bank, Roanoke 


During 1960 a record number of new 
profit-sharing trusts were placed in our 
care, and total funds managed under re- 
tirement plans of various types increased 
by $1 million ... The personal trust busi- 
ness continues to be our most important 
field of activity. 


Peoples National Bank of Washington, 
Seattle 


The Trust Department now serves over 
5,000 personal trust and estate benefi- 
ciaries and over 5,000 corporate security 
holders. An increase of approximately 
10% was recorded in the number of per- 
sonal trust appointments. 


Seattle-First National Bank 


Our Investment Fund for Trusts, a 
pooled investment fund for those ac- 
counts too small for advantageous 
diversification, has provided an excellent 
example of the management and selec- 
tivity with which our trust investments 
are made. During the period of declining 
security markets last year, our Fund 
actually experienced a capital gain while 
producing a very satisfactory income. 
In this connection we have recently ex- 
panded our Investment Research Depart- 
ment ... Continuing expansion of our 
branch trust operations during the past 
year included the establishment of a 
trust office at our Wenatchee Valley 
Branch to provide the benefits of estate 
planning and other trust services for 
our many customers in the north central 
Washington area. 


Seattle Trust & Savings Bank 


Enlarged trust responsibility has made 
necessary the expansion and moderniza- 
tion of the quarters occupied by the de- 
partment in our main office. The bank ac- 


(Continued on page 589) 
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Legislation affecting Trusts and Estates 


(Third 1961 Report) 


ARIZONA 


Ch. 33: Amends Sec. 14-1052, by pro- 
viding that leases other than oil and gas 
leases may be entered into for a term 
longer than ten years, if executor, ad- 
ministrator or guardian is father, mother, 
son or daughter of beneficiary or ward, 
and lease includes provision that reap- 
praisal of property may be made at end 
of each ten-year period, and, based on 
such reappraisal, adjustments may be 
made in the amount of rental payments, 
and lease provides that at no time dur- 
ing term thereof shall rental be less 
than rental during first ten years. 

Ch. 38: Amends Sec. 14-850, by in- 
creasing amount of minor’s estate to 
$5,000, and adding provision that if it 
becomes necessary for guardian to cash 
security to pay medical or hospital ex- 
penses of minor, or for his maintenance 
or education, court may, upon proper 
bond, authorize such action. 

Ch. 86: Amends Sec. 14-1081, adding 
definition of trustee’s “commission” and 
“compensation,” as follows: 


“6, “‘Trustee’s commission’ means the fee 
of the trustee for services rendered other 
than in the normal management and ad- 
ministration of the trust estate and_ in- 
cludes remuneration of the trustee for ac- 
ceptance, distribution, termination and all 
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other fees of like nature, as distinguished 
from regularly recurring compensation for 
the management and supervision of the 
trust estate by the trustee. 

7. ‘Trustee’s compensation’ means the 
ordinary recurring fee of the trustee for 
its services in the normal management 
and administration of the trust estate, irre- 
spective of the manner of computation of 
such fee.” 

ARKANSAS 


Act 17: Gives court discretion when 
so directed or requested by testator’s 
will to dispense with or reduce amount 
of personal representative’s bond (sub- 
ject to conditions when personal repre- 
sentative is a bank). 

Act 36: Allows investment by guar- 
dian (when bank or trust company) of 
surplus funds of ward in common trust 
funds established and maintained by 
such bank. 

Act 78: Requires registration of, and 
establishment of trusts by, organizations 
dealing in prepaid funeral expenses. 

Act 411: Prevents double state income 
taxation of fiduciaries (among other per- 
sons, partnerships and corporations) re- 
siding or domiciled in Arkansas. 

Act 424: Clarifies intention of existing 
law that, in selecting assets of estate 
of decedent to be sold for authorized pur- 
poses, selection shall be made on basis 
of best interests of estate and distribu- 
tees of net assets thereof, without neces- 
sarily assigning priority either to per- 
sonal or to real property. 

Act 434: Clarifies intention of existing 
law to empower court to authorize guar- 
dian of incompetent person to partici- 
pate in partition of property in which 
ward owns undivided interest. 

Act 459: Authorizes and regulates ex- 
press trusts (whereof the state or any 
agency, department, or governmental or 
municipal subdivision thereof is bene- 
ficiary) for aiding and furtherance of 
public and governmental purposes and 
functions. 

CALIFORNIA 


Ch. 938: Amends Probate Code Sec. 





541.1 to pluralize reference to account 
in savings and loan association in eon. 
nection with reduction of bond of execy. 
tor or administrator for amount of such 
accounts; amends Sec. 771 with respect 
to withdrawal of such accounts without 
order of court. 


COLORADO 
H.B.: 222: Substitutes Uniform Gifts 


to Minors Act for Gifts of Securities to 
Minors Act. 


GEORGIA 


Ch. 286: Permits corporate fiduciaries 
to register securities in name of nomi- 
nee. 


INDIANA 


Ch. 267: Provides that adopted child 
may inherit both from adoptive and 
natural parents under certain circum- 
stances. 


IOWA 
S.B. 292: Adopts modified version of 
Uniform Common Trust Fund Act, 
KANSAS 


S.B. 341: Extends prudent man rule 
of investment to guardians as well as 
other fiduciaries, provided court order is 
obtained. 


H.B. 116: Adopts Uniform Act for 
Simplification of Fiduciary Security 
Transfers. 


MASSACHUSETTS 


Ch. 253: Amends Simultaneous Death 
Statute to cover situation where right of 
beneficiary to succeed to property inter- 
est is conditional upon his surviving an- 
other person, and there is no sufficient 
evidence that two have died otherwise 
than simultaneously, in which case bene- 
ficiary shall be deemed not to have sur- 
vived; exempts from application of 
statute situations where other provision 
is specifically made for distribution of 
property or different presumption as to 
survivorship is created. 

Ch. 254: Amends G.L. 206, Sec. 24 to 
provide that where Veterans Administra- 
tion is entitled to notice on probate ac- 
count and accountant certifies that estate 
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does not exceed $5,000, Veterans Ad- 
ministration shall be deemed competent 
and disinterested party to represent per- 
sons unborn, unascertained or legally in- 
competent to act in their own behalf.” 


MINNESOTA 


Ch. 14: Clarifies Sec. 525.411 regard- 
ing allowance of claims after expiration 
of filing time but within one year after 
fling of order for filing claims. 

Ch. 698: Provides for apportionment 
of Federal death taxes. 


NEBRASKA 


Adopts Uniform Act for 
of Fiduciary Security 


L.B. 145: 
Simplification 
Transfers. 

L.B. 234: Amends Sec. 8-1.117 to pro- 
vide that any bank chartered in Ne- 
braska and so authorized by its articles 
shall have power to act as administrator 
or executor of estate of any deceased 
person under appointment of a court 
having jurisdiction over estate. 


NEW HAMPSHIRE 


Ch. 56: Adopts Uniform Testamentary 
Additions to Trusts Act. 

Ch. 94: Eliminates from Sec. 564.18 
limitation of “prudent man rule” invest- 
ments to 50% of trust fund. 


NEw YORK 


Ch. 616: Amends Banking Law Sec. 
100-b to permit trust companies to in- 
vest in fractional interest in insured 
mortgages where instrument creating 
employee benefit trust so authorizes. 

Ch. 731: Creates temporary state 
commission to study law of estates and 
make recommendations for moderniza- 
tion, revision and simplification thereof. 

Ch. 866: Amends Real Property Law 
See. 61 to validate accumulation of in- 
come from trusts for any religious, edu- 
cational, charitable or benevolent pur- 
poses without regard to time at which it 
is directed to commence or terminate, 
but accumulation shall be subject to 
supervision and control of Supreme 
court and Surrogate’s court as provided 
in See. 113. 


Ch. 869: Provides procedure for ex- 
tinguishing estate of missing person as 
joint tenant, tenant in common, or tenant 
by entirety upon deposit of its value in 
court. 

Ch. 876: Permits fiduciaries to invest 
in shares of management type invest- 
ment companies registered under Federal 
act where instrument gives fiduciary 
authority to invest in his discretion or in 
“non-legals.” 


SouTH CAROLINA 


Act 248: Adopts Uniform Testa- 
mentary Additions to Trusts Act, 

Act 272: Clarifies language of Sec. 
15-461 governing effectiveness of final 
discharge of fiduciary. 


TENNESSEE 


Ch. 118: Protects designation of bene- 
ficiary (duly made in writing) to re- 
ceive benefits under pension, retirement, 
death benefit, stock bonus, profit sharing 
or employees’ savings and investment 
plan, system or trust, against defeat or 
impairment by any statute or rule of 
law governing transfer of property by 
will or gift or “on intestacy.” 

Ch. 128: Makes bonds or other obliga- 
tions of Tennessee Valley Authority 
legal investment for fiduciaries. 

Ch. 142: Confers on Chancery Court 
jurisdiction for removal of disabilities 
of minority of resident minors and of 
non-resident minors having property in 
Tennessee. 

Ch. 232: Confers concurrent jurisdic- 
tion on probate, county and chancery 
courts for proceedings under Uniform 
Gifts to Minors Act. 

Ch. 239: Authorizes and regulates 
conduct of business by Massachusetts 
trusts, provides for taxation on identical 
basis with corporations. 

Ch, 325: Provides for and regulates 
disposition through state agencies of 
monies due and payable, but unclaimed 
and unpaid for seven years, under any 
life or endowment insurance policy or 
annuity contract which has matured or 
terminated. 

Ch. 337: Increases from $500 to $1,000 
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value of minor’s property payable by 
court to natural guardian without ap- 
pointment of legal guardian. 


UTAH 


Ch. 46: Adopts Uniform Act for Sim- 
plification of Fiduciary Security Trans- 
fers. 

Ch. 174: Exempts employee benefit 
trusts from rules against perpetuities 
and accumulations of income. 


WASHINGTON 
Ch. 150: Adopts Uniform Act for 
Simplification of. Fiduciary Security 
Transfers. 
Ch. 280: Amends Sec. 30-20.015 to 


permit bank deposit in more than two 
names in joint tenancy; regulates ancil- 
lary administration of bank deposits; in- 
creases from $500 to $1,000 amount of 
bank deposits which may be paid to sur- 
viving spouse of intestate decedent with- 
out administration. (Sec. 30-20.020.) 


WEST VIRGINIA 


Ch. 16: Adopts Uniform Act for 
Simplification of Fiduciary Security 
Transfers. 

A A A 
e The American Bankers Association 


has expressed approval of the taxpayer 
account numbering system proposed by 
President Kennedy in his tax message, 
but urges careful study of the many 
problems involved. 
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ESTATE TAX 


Right to grant trustee additional pow- 
ers does not constitute power to alter 
trust. Grantor of trust retained right to 
grant additional powers to trustee and to 
appoint successor trustee if existing trus- 
tee were to resign or refuse to act. Com- 
missioner included trust corpus in grant- 
or’s estate on ground that additional 
powers included right to alter beneficial 
enjoyment of trust, and grantor could 
have appointed herself trustee. 

HELD: For estate. Additional powers, 
even if granted, could only be exercised 
by trustee and not by grantor. At date of 
death grantor could neither direct nor 
join in exercise of such powers by trus- 
tee. Corpus is not includible in estate 
since statute requires exercise of power 
by grantor, alone or in conjunction with 
another. U. S. v. R. W. Winchell, Admr., 
9th Cir., Apr. 10, 1961. 


Life estate with power to sell during 
lifetime qualifies for marital deduction. 
Decedent left his home to his spouse, and 
gave her right to sell and convey title 
without accounting for proceeds. If she 
still retained title at her death, property 
would then pass to his surviving children. 
Commissioner disallowed marital de- 
duction claimed for value of property on 
ground that widow received life estate 
without power to appoint property at her 
death. 

HELD: For estate. Although wife’s 
life estate coupled with power of sale 
during life would not qualify for mari- 
tal deduction, additional power to sell 
without accounting for proceeds consti- 
tuted power to appoint “alone and in all 
events,” which comes within exception of 
terminable interest rule of Section 812- 
(e)(1)(f£) of 1939 Code, as amended by 
Section 93(a) of Technical Amendments 
Act of 1958 (Section 2056(b)(5) of 1954 
Code). Interest qualifies for marital de- 
duction. B. M. Geyer, Exr. v. Bookwatter, 
D. C. W. D. Mo., Apr. 3, 1961. 


Life estate with power to encroach on 
principal held not to qualify for marital 
deduction. Decedent bequeathed stock in 
trust to his wife as trustee, giving her 
income for life with power to encroach 
upon corpus “for her own benefit, at any 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


time she sees fit, without accounting to 
my children.” Upon spouse’s death, prop- 
erty was to devolve equally to children. 
Commissioner disallowed marital deduc- 
tion claimed for value of interest. 


HELD: For Commissioner. To qualify 
for marital deduction, widow must have 
power to appoint corpus to herself as 
unqualified owner, or to appoint corpus 
as part of her estate. Although powers 
of encroachment given to widow were 
extensive, bequest was not equivalent to 
fee simple estate under Tennessee law. 
Widow could not dispose of property by 
gift, or appoint corpus to herself as un- 
qualified owner. Interest, therefore, does 
not qualify for marital deduction. Est. of 
Simmes v. Comm., 6th Cir., Apr. 13, 1961. 


Award for support of widow and minor 
child does not qualify for marital deduc- 
tion. State probate court of Georgia 
awarded lump sum of $25,000 for sup- 
port of decedent’s widow and his minor 
child. Widow’s allowance under Georgia 
law has been held to qualify for marital 
deduction. Commissioner, however, disal- 
lowed deduction on ground that interest 
was terminable. 

HELD: For Commissioner. Interest is 
terminable and does not qualify for mari- 
tal deduction. Family award is different 
from award to widow without minor chil- 
dren. Family award represents gross 
payment, and if widow were to die, child 
would be entitled to full balance. Widow’s 
estate would have no claim to any of 
property. Est. of W. L. Hailey v. Comm., 
36 TC No. 8, Apr. 20, 1961. 


Amount of marital deduction reduced 
by debts, expenses, and taxes. Residue of 


decedent’s estate was insufficient to pay‘ 


taxes and part of his debts and admini- 
stration expenses. No provision was made 
in will to exonerate any bequest from 
taxes and debts or for order and manner 
of abatement of bequests. Commissioner, 
following general rule of state, prorated 
expenses and debts against specific lega- 
cies to son, trust, and-widow. Marital de- 
duction was accordingly reduced. Probate 
court in non-adversary proceeding had 
accorded different treatment to preferred 


- items, and nothing was charged against 


widow’s legacy. 


HELD: For Commissioner. Federal] 
court is not bound by probate court order 
and accounting where same were obtain- 
ed in non-adversary proceeding. Marital 
deduction is to be reduced to reflect 
abatement of widow’s legacy for payment 
of taxes, debts, and expenses. Est. of H. 
E. Stevens v. Comm., 36 TC No. 18, Apr. 
28, 1961. 


Decedent’s right to trustee’s commis- 
sions includible in estate. Decedent at 
time of his death was testamentary trus- 
tee of three trusts. Under state law there 
was no provision for compensation of 
trustees. Allowance was dependent upon 
determination of probate court. However, 
probate court had made no allowance for 
decedent — trustee’s commissions. Exec- 
utor ascribed no value to decedent’s right 
to commissions. Commissioner  deter- 
mined that commissions were includible 
in estate at fair market value. 


HELD: For Commissioner. Decedent’s 
right to commission represented property 
right in which he had interest at time of 
his death. They are includible in gross 
estate at fair market value. Est. of R. E. 
Jones v. Comm., TC Memo. 1961-113, Apr. 
20, 1961. 


Probate court decree held not binding. 
Under decedent’s will, widow was given 
use, income, rents and profits of his en- 
tire estate for her lifetime. Upon widow’s 
death, estate devolved in trust to children 
until they attained age 35. Children had 
attained age 35 prior to decedent’s death. 
Probate court entered decree awarding 
entire estate outright to widow. Estate 
claimed marital deduction which Com- 
missioner disallowed. 


HELD: For Commissioner. Court held 
that probate court decree was not bind- 
ing in determining issue. For interpre- 
tation of state law, federal courts must 
look to supreme and appellate courts, 
whose decisions are binding on all in- 
ferior courts, whereas probate court’s 
jurisdiction is limited to its particular 
county. Court concluded that decedent in- 
tended to give his wife only life estate, 
and, therefore, interest did not qualify 
for marital deduction. Est. of F. B. 
Faulkerson v. U. S., D. C. N. D. Ind, 
Mar. 29, 1961. 
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REVENUE RULINGS & REVIEWS 


Estate Tax: Valuation of right to re- 
ceive property on death of life tenant 
without issue. Under terms of irrevocable 
trust, iecedent or his estate would re- 
ceive certain property on death of life 
income | neficiary of trust, provided life 
tenant (ied without issue. At time of de- 
cedent’s death life tenant was married, 
age 44, living with her husband, but had 
never had issue. She was believed to be 
physically capable of giving birth. Issue 
is raised with respect to valuation of in- 
terest under these circumstances. 

Service rules that although interest is 
not susceptible of valuation under actu- 
arial rules, and may not be sufficiently 


. determinable to support deduction, it 


cannot be said interest is without value. 
It is includible in estate, and is to be 
valued in accordance with general rules 
for valuation, taking into consideration 
all known circumstances particular to 
life tenant, rather than to women aged 
44 in general. Rev. Rul. 61-88, I.R.B. 
1961-19, p. 12. 


Estate Tax: Installment payment of 
estate tax on community interest in close- 
ly held business. Decedent held commun- 
ity interest in closely held business with 
his wife. Question is raised whether 
wife’s interest can be combined with de- 
cedent’s for purposes of satisfying per- 
centage requirements of business hold- 
ings for installment payment of estate 
tax. Under Section 6166(a) of 1954 Code, 
if value of interest in closely held busi- 
ness, included in determining gross es- 
tate of decedent, exceeds either (1) 35 
per cent of value of gross estate of 
decedent or (2) 50 per cent of his taxable 
estate, executor may elect to pay part 
or all of tax attributable to closely held 
business in two or more, but not more 
than ten, equal installments. 

Service rules that for purposes of de- 
termining whether percentage require- 
ments of Section 6166(a) are met, com- 
munity interest of surviving spouse in 
closely held business cannot be com- 
bined with deceased spouse’s interest in 


such business. Rev. Rul. 61-91, I.R.B. 
1961-19, p. 22. 


Income Tax: Fiduciary’s deduction for 
State income taxes. Fiduciary paid state 
income taxes. Its income for year con- 
sisted of normal income, tax-exempt in- 
terest income, and other exempt income. 
Question is raised concerning deductibil- 
ity of state income taxes under these 
circumstances. 

Service rules that in case of estate or 
trust only that portion of its state in- 
Come taxes allocable to exempt income, 
other than exempt interest income, is 
nondeductible under Section 265 of 1954 
Code. Portion of taxes attributable to 
exempt interest income and to income 
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subject to Federal income tax is deduct- 
ible under Section 164 of 1954 Code. Rev. 
Rul. 61-86, I.R.B. 1961-19, p. 6. 


Income Tax: Refund of employee con- 
tributions will not adversely affect qual- 
ifications of employees’ pension plan. Em- 
ployer established contributory employ- 
ees’ pension plan which qualified as ex- 
empt trust. By subsequent amendment, 
plan was made noncontributory and em- 
ployees’ contributions were returned to 
them. Employer did not assume liability 
for costs which had already been funded 
by employee contributions. 

Service rules that although action will 
result in curtailment of benefits, it will 
not adversely affect qualification of plan, 
provided it does not discriminate in favor 
of officers, shareholders, supervisory, or 
highly compensated employees. Rev. Rul. 
61-79, I.R.B. 1961-18, p. 7. 


U. S. Supreme Court has declined to 
review Second Circuit Court of appeals 
decision in Bankers Trust Co., Exr. v. 
U.S., CA-2, 61-1 45 TC 911,985, in which 
court ruled that estate tax valuation of 
U. S. Treasury bonds which can be ap- 
plied in payment of estate taxes is “at 
least par.” Circuit Court had reversed 
District Court which held that 11 of 
bonds not used to pay taxes were to be 
valued at fair market value (below par) 
as of decedent’s death. 

Court has also declined to review mar- 
ital deduction issue raised in Est. of 
Ralph G. May v. Comm., CA-2, 60-2 45 
TC 411,976. In this case widow received 
life estate with right to “invade and use 
principal.” Interest was held not to qual- 
ify for marital deduction, on ground that 
under controlling state law, interest did 
not include power in widow to appoint to 
herself or to her estate. 


TRUST REPORTS 
(Continued from page 585) 


cepted several corporate appointments 
of a substantial nature, including that 
as Bond Trustee for the $30,000,000 
Washington State Toll Bridge Authority 
Lake Washington Bridge financing. 


National Bank of Washington, Tacoma 


The staff has been enlarged at the 
main office, as well as in the branches, 
to accommodate the increasing volume of 
business. The trust Department staff 
numbers 22. The Diversified Fund for 
Trusts has increased substantially in 
size and has shown an exceptionally high 
yield to the participating trusts. 


Charleston National Bank 


New equipment is being installed in 
the trust accounting department to facil- 
itate the handling of the increased vol- 
ume of business. 


First Huntington National Bank 


The bank has been named in a fidu- 
ciary capacity in new estates with an 
estimated value in excess of $10,000,000. 


First Wisconsin Bankshares Corporation 


(Note: This report includes First Na- 
tional Bank, Madison; First Wisconsin 
Trust Co., Milwaukee; and First Na- 
tional Bank, Oshkosh.) 

Many new trust accounts were opened 
during the year and substantial addi- 
tions were made to existing accounts. 
The Corporate Trust Division of First 
Wisconsin Trust Co. had the busiest 
year in its history. During the year the 
latter bank started the First Wisconsin 
Investment Trust for Employee Benefit 
Plans, a pooled fund for employee bene- 
fit plans of which the trust company is 
trustee or co-trustee. 
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Books 


Trust Manual and Guide 


WILLIAM J. CASEY. Institute for Business 
Planning, Inc., 2. W. 13th St., New York 11, 
N. Y. (439 pp.; $24.50). 

This work is intended — and seems 
destined — to aid the attorney, trust 
officer, or insurance man to determine 
whether a particular business or estate 
planning circumstance calls for the crea- 
tion of a trust, and if it does, to guide 
the practitioner to the type of trust 
that will most readily achieve the goal 
which induced its creation. Thus, it is 
not a treatise on trust law, but rather 
a tool designed for use in the planning of 
both testamentary and inter vivos trusts. 

Section I surveys basic trust principles 
and comments on the various family and 
business needs which the trust can satis- 
fy, and Section II briefly considers in- 
come, gift, and estate tax factors in- 
volved in this area. The subject of dis- 
cussion in Section III is control and 
flexibility, and included under this topic 
are retentions of powers, amendatory 
powers and the powers of revocation and 
termination. The adaptability of trust 
principles to various needs is considered 
in Section IV and among the types of 
trusts examined are the marital deduc- 
tion, pour-over, insurance, short term, 
spendthrift, support, sprinkling and 
charitable. 

The final sections of the work review 
principles of management and operation 
and offer a number of work sheets which 
illustrate the preparation of a dollars 
and cents presentation of the costs and 
benefits of an estate plan. 


Federal Tax Reform 


DON THROOP SMITH. McGraw-Hill Book Co., 
Inc., 330 W. 42nd St., New York 36 (328 pp.; 
$7.00). 

The author, presently a professor of 
finance at Harvard and formerly a 
Treasury official, is not an advocate of a 
utopian scheme of tax revision. Aware of 
the political difficulties involved in tax 
reform, he calls for a gradual reform 
of the present tax structure through a 
series of measures designed to splinter 
the opposition of special interest groups. 
A program to effect such a reform is the 
subject of this study. 

This work is not for the tax special- 
ist. The author’s objective is to inform 
the public, to present the fundamentals 
of the theory and application of the 
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taxing statutes in order that the general 
public may better appreciate the issues 
involved and intelligently judge proposed 
legislation. The emphasis is on the tax- 
ation of the individual, but the author 
has not neglected troublesome areas in 
the taxation of corporations, estates and 
trusts. 

As to reform measures currently un- 
der discussion, he favors continuation of 
the dividend credit and a general author- 
ization for more rapid depreciation. His 
recommendations for the treatment of 
capital gains and deductions for in- 
dividuals would effect far reaching 
changes. 


Personal Finance 


ELVIN F. DONALDSON and JOHN K. 
PFAHL. Ronald Press Co., 15 E. 26th St., New 
York 10 (717 pp.; $7.50). 

Rarely does an individual prepare him- 
self for intelligent investment of his sur- 
plus capital. Thus, over and above its 
value as a textbook, the authors intend 
this work to fulfill the need of a practical 
guide for the management of personal 
finance. 

The initial chapters are concerned with 
some of the problems frequently con- 
fronting the young wage earner such as 
credit buying, borrowing and budgeting. 
The chapters following offer advice to 
the individual who has accumulated cap- 
ital, and in recognition of the keen in- 
terest in the stock market, considerable 
space has been devoted to investment 
in securities. Mutual funds, investment 
companies, and savings and investment 
plans also receive ample coverage. The 
concluding section of the book considers 
income taxation and the problems of re- 
tirement including a discussion of social 
security benefits and annuities. 


BOOKLETS 


The Stockholder and Employee Prof- 
it Sharing 

J. J. JEHRING and B. L. METZGER. Profit 

Sharing Research Foundation, 1718 Sherman 

Ave., Evanston, Ill. (two brochures, 41 and 47 

pp.; $3.00 each). 

A profit sharing plan affects the earn- 
ings of a business beneficially and ad- 
versely — beneficially to the extent that 
sales are increased and costs are re- 
duced, adversely to the extent of in- 
creased payments to employees partici- 
pating in the plan. These brochures offer 
the results of comparative studies of 
two business groups to determine whether 
the beneficial effects outweigh the detri- 
mental and thereby ascertain the effect 
of a profit sharing plan upon a stock- 
holder’s interest. The first group of com- 
panies studied, the subject of Volume I, 
was the nation’s large department store 
chains, and the subject of study in Vol- 
ume II was the large food store chains. 

The approach to these studies was the 
same in each instance — a comparison 





of the financial records of a group of 
companies having profit sharing plans 
with a group of companies not having 
such plan. Each brochure is divided into 
three parts: Part I presents a summary, 
in the form of graphs, of financial com. 
parisons of the two groups; Part J] 
covers the same subject in more detail 
and covers such subjects as sales, net 
worth, stock prices and earnings; and 
Part III summarizes the main provisions 
of the profit sharing plans included in the 
analysis. Both studies indicate that the 
chain stores with profit sharing plans 
outperformed those without such em. 
ployee programs. 


Restricted Stock Option Plans 


JAMES F. NORTON. Research and Review 
Service of America, Inc., 123 W. North St., In. 
dianapolis 9 (27 pp.; $.65). 

This brochure offers a brief study, in 
nontechnical language, of the restricted 
stock option. Directed to the executive, 
it proposes the use of a restricted stock 
option plan tied to a life insurance pro- 
gram. The subject is introduced with a 
discussion of the requirements of Sec. 
tion 421 of the Code, which must be met 
in order to gain the tax advantages 
granted by that section, and follows with 
a number of examples illustrative of the 
tax treatment of the proceeds of sale 
of stock acquired through the exercise 
of such an option. The author concludes 
with some observations as to the éf- 
fective use of life insurance in conjune- 
tion with the restricted stock option in 
planning estates of key personnel. 


ARTICLES 


Symposium — Tax Savings in Trust 
and Probate Practice, Incorpors 
tion Techniques, Tax Clinic on 
Capital Gains 


Western Reserve Law Review, 
(Cleveland 6; $2.00). 


March, 1961 


A tax symposium, based on _ lectures 
given before the Annual Regional Tax 
Institute in Cleveland in the autumn of 
1960, is the subject of this issue of the 
Law Review. Twenty six brief, but wel 
documented, papers are grouped under 
three main headings: 1) Tax Savings it 
Trust and Probate Practice, 2) Incor- 
poration Techniques: Planning Today 
For Tax Advantages Tomorrow, and 3) 
Tax Clinic on Capital Gains. The papers, 
for the most part, are the work of Cleve 
land attorneys and trust officers. 

Five papers examine the possibilities 
for tax savings in the administration 
estates and trusts. The first of these 
considers taxation of various types 
estate income, and a subsequent article 
narrows the study to rental income até 
profits on sale of real property during 
the administration of an estate. Th 
other articles deal with methods # 
handling administration expenses for il- 
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ESTATES 





come and estate tax purposes, income tax 
savings through timely distribution of 
estate income, and problems incident to 
the termination of estates. 


Current Developments in Income 
Taxation of Trusts and Estates 
MARSHALL L. ZISSMAN. Illinois Bar Journal, 
April, 1961 (424 S. Second St., Springfield; 
$1.00). 

The House in 1960 passed H.R. 9662 
amending Subchapter J, which formu- 
lates the rules of taxation of the income 
of trusts and estates, but the Senate 
failed to take any action upon the bill. 
However, it appears certain that amenda- 
tory legislation will again be presented 
to the Congress this year. The sections 
of Subchapter J which would have been 
affected by the House bill are analyzed 
in this article and the proposed revisions 
are briefly stated. The sections subjected 
to the most extensive change in the pro- 
posed legislation were those embracing 
the distributable net income and tier 
system concepts. In the former, certain 
of the regulations would have been codi- 
fied, and in the latter, the two tier sys- 
tem would have been expanded into a 
four tier system. 


The Rule Against Offset 


ROBERT F. DEWEY. The Trust Bulletin, May, 
1961 (12 E. 36th St., New York 16; $.50). 


A trustee may act in good faith, but 
nevertheless, beyond his authority. As 
an example of this, he may invest the 
trust fund in completely good faith but 
later be held to have failed to properly 
diversify his investments. In these cir- 
cumstances, the author contends, to al- 
low a beneficiary to surcharge the trustee 
for losses incurred, even though the 
fund as whole has profited, is inequitable, 
The rule against offset, which prevents 
the trustee under these circumstances 
from offsetting losses against gains, is 
subject to critical examination in this 
article. If a trustee has acted in the 
best interests of the trust, and as a 
whole, the trust fund has not suffered a 
loss, the author concludes that it is un- 
reasonable to penalize the trustee for 
the benefit of a beneficiary who has 
profited by the trustee’s acts. 


Use of Insurance in Employee Com- 
pensation 


WILLIAM H. HOFFMAN, Jr. Journal of Ac- 
countancy, May 1961 (270 Madison Ave., New 


York 16; $.85). 

Tax considerations and employee needs, 
as Well as just plain good business policy, 
often motivates the employer to in- 
augurate supplementary compensatory 
plans. This paper summarizes some of 
the various forms of compensatory bene- 
fits that are available through the use 
of insurance. Included in the types of 
Programs briefly reviewed are ordinary 
life insurance, group life insurance, split- 
dollar insurance, bank financed insur- 
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ance, key-man insurance, and medical 
benefit plans. 


Estate Planning — Devices and Some 

Technicalities 

JAMES C. WRIGGINS. Estate Planners Quar- 

terly, March, 1961 (215 W. 34th St., New 

York 1; annual subscription, $10.). 

The special needs of each estate plan 
demand utilization of the most effective 
means of achieving minimization of es- 
tate taxes and probate costs as well as 
income taxes during the life of the 
estate owner. The author analyzes cer- 
tain of these devices — some perhaps 
not so commonly used, such as a deliber- 
ate gift in contemplation of death — 
that may achieve optimum results under 
conducive circumstances. Included among 
the devices considered in this article 
are the use of a gift to a charity in con- 
junction with the marital deduction, the 
redistribution of family income through 
term trusts, and use of the spray trust 
to effect a flexible disposition of the 
estate. 


Mechanics of Apportionment of Re- 
ceipts from Shares of Stock 
RICHARD GROSSMAN. Dickinson Law Re- 
view, March, 1961 (Carlisle, Pa.; $2.00). 
There has been no lack of commen- 

taries and analyses of the Pennsylvania 

Rule of Apportionment but few of these 

materials undertake to demonstrate a 

step-by-step computation of an appor- 

tionment. In this article, the author has 
ventured to illustrate the method of ap- 
portionment for each of the transactions 
which the Pennsylvania courts have held 
to constitute an apportionable event. The 
calculations run the gamut from the 
simple to the complex and include the 
sale of decedent-owned stock, sale of 


trusteed-purchased stock, subscription 
and sale of stock rights and stock divi- 
dends. 


Charitable Giving in Estate Planning 
WILLIAM R. HUEY, Jr. Journal of the Amer- 


ican Society of Chartered Underwriters, Spring, 

1961 (3924 Walnut St., Philadelphia 4; $1.50). 

The economic impact of income and 
estate taxes on charitable giving is the 
subject of a general study in this arti- 
cle. Following a summary of relevant 
basic tax concepts, the author explores 
some commonly used methods of making 
donations to organized charities. Gifts of 
cash, property, and life insurance are 
considered and compared, and a discus- 
sion of methods of making charitable 
gifts, both intervivos and testamentary, 
with retention of an interest in the 
donor points up the variations upon basic 
gift making patterns that may be de- 
vised. 


Liquidity Problems in Estate Plan- 
ning 

LEONARD T. SCULLY. The Practical Lawyer, 

April 1961 (133 S. 36th St., Philadelphia 4; 

$2.00). 

Not least among the factors that de- 
mand the attention of the estate planner 
is the need for liquidity in the assets of 
the estate. The liquidity problem cannot 
be solved by merely making provision 
in the estate for cash or assets readily 
convertible to cash, for liquid assets are 
subject to shrinkage. The potential 
causes of shrinkage and the available 
sources of cash must be considered in 
light of the nature of the estate assets 
and the estate planned accordingly. The 
author here presents guidelines for as- 
certaining potential shrinkage factors 
and means of increasing liquidity, and 


(Continued on next page) 
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HENRY SEIDEL CANBY, a founder of 
The Saturday Review of Literature and 
the first editor in chief of the Book-of- 
the-Month-Club, gave all his personal 
property to his widow, stating that he 
was confident that she would distribute 
it in accordance with his wishes which 
he had expressed to her. The remainder 
of the estate, excepting a 32 acre tract 
in Connecticut and other real property 
interests which he devised directly to his 
wife, is left in trust with The Union 
& New Haven Trust Co. The trustee is 
directed to pay the income to Mrs. Canby 
during her life and is empowered to in- 
vade corpus if the income of the trust 
is not sufficient for the widow’s “com- 
fortable maintenance and support.” Upon 
her demise, the remainder of the trust 
fund is to be paid to persons named by 
Mrs. Canby in her last will and testa- 
ment, and in default of the exercise of 
such power of appointment, the fund 
shall be paid to their two sons. Mrs. 
Canby and the bank are appointed 
executors. 


CARMEL SNow, former editor of 
Harpers Bazaar, gave her husband the 
right to use her personal property dur- 
ing his lifetime, on the condition that he 


pay the premiums for any insurance she 
may have obtained, and to pay the costs 
of all necessary and proper repairs. At 
the request of her husband, she made no 
other provision for his benefit. She had 
otherwise disposed of insurance on her 
life and that of her husband, and she 
stated that it was her intention that none 
of the proceeds was to be included in the 
residuary estate. The residue is to be 
held in trust for the benefit of one of 
her three daughters who was unmarried 
at the time of the demise of Mrs. Snow. 
The trust principal, upon the death of 
the life beneficiary, is to be paid in equal 
shares to her daughter’s “lineal de- 
scendants then living per stirpes,” or, 
if she is not survived by lineal descend- 
ants, it is to be distributed equally be- 
tween decedent’s two other daughters or 
their descendants. The Hanover Bank 
of New York is named as executor and 
trustee. 


A A A 
LITERATURE NOTES 
(Continued from page 591) 


discusses very briefly, what appears to 
this writer a much more practical ap- 


Our Trust Department Serves 


Beneficiaries in Pennsylvania and across the nation. 
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e Lawyers, C.P.A.’s and life underwriters in the teamwork 


of estate planning. 


And we'd 
like to serve 


you too! 





592 





The 


First 
Pennsylvania 


Serving more people more ways 
than any other Philadelphia bank 





proach to the problem, the measures that 
may be employed to reduce the need for 
liquidity. 


First Case on Multiple Trusts Sug- 
gests That Code Revision May Not 
be Needed 


H. PETER SOMERS. Journal of Taxation 
June 1961 (147 E. 50th St., New York 29. 
$1.50). P 
The extension of the income-splitting 

device through the creation of multiple 
accumulation trusts for the same benef. 
ciary or group of beneficiaries has in- 
creased demands for legislation that 
would prevent this form of tax avoidance, 
The proposed amendments to Subchapter 
J, which failed of enactment in 1960, 
would have computed the income tax of 
such trusts on a consolidated basis. How- 
ever, the need for amendatory legislation 
may have been obviated by a recent Dis- 
trict Court decision which agreed with 
the Treasury position that a number of 
accumlation trusts created for the same 
beneficiary were taxable as a single en- 
tity. 


Are You Afraid To Sell Business In- 
surance? 

MICHAEL D. BACHRACH. Journal of the 

American Society of Chartered Life Underwrit- 

ers, Spring, 1961 (3924 Walnut St., Philadel- 

phia 4; $1.50). 

If your answer to the question set 
forth in the title of this article is in 
the affirmative, perhaps the author- 
accountant can dispel some of your fears. 
He contends that the apprehensions of 
the life underwriter to venture forth in- 
to the area of business insurance lies in 
a general unawareness of the nature and 
form of various business organizations, 
the intricacies of the balance sheet, and 
the complexities of tax statutes. In a 
brief presentation, the author attempts 
to set forth a skeletal summarization of 
these vast areas. Thus, the unknown 
having been made known, the fearful 
emerges fearless. 


Powers of Appointment and Selective 

Allocation 

JOEL E. HOFFMAN. Cornell Law Quarterly, 

Spring 1961 (Ithaca, New York; $2.00). 

At the outset, the author presents an 
example of the application of the princi- 
ple of selective allocation. The will of 
X transfers $10,000 to A for life, re- 
mainder as A shall appoint by will 
among C and D. A’s will provides for 
an additional $10,000 and directs that 
the aggregate be divided between B and 
C. By selectively allocating to C the 
$10,000 received from X and A’s $10,000 
to B, A’s executor can preserve A’s dis- 
positive intention. Thus, as the author 
explains, “selective allocation requires 
a common disposition of owned and ap- 
pointive property, partially valid and 
partially void as an appointment, but 
totally valid as a transfer of owned 
property.” 
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CHARITABLE TRUSTS — Legislative 
Restrictions on Bequests Not Viola- 
tive of College’s Contract Rights 


Mississippi—Supreme Court 
Mississippi College v. May, 128 So. 2d 557. 


By Item IV of his will, T devised to 
Mississippi College, a large farm “at 
the proper time the same is to be con- 
verted into cash and held as a per- 
petual trust fund or endowment, and the 
proceeds therefrom shall annually go 
to the support of Christian education in 
that institution.” By Item VII of the 
will, certain shares of stock were de- 
vised to the Foreign Mission Board “as 
a perpetual endowment.” Item X states: 
“After the above allocations have been 
made, all the rest of my holdings shall 
be used to supplement Item VII above. 
When there are no legitimate applicants 
for scholarships, the amount of that 
year’s earnings shall be transferred to 
Item IV for the benefit of ministerial 
students according to the terms of Item 
i” 

T died in 1940, at a time when he left 
surviving him neither a wife nor chil- 
dren nor descendant’s of children. More 
than ten years after the death of T, 
T’s heirs filed suit to cancel the claims 
of the College as a cloud on their title. 

Prior to 1940, the Mississippi Consti- 
tution made a devise of land to an edu- 
cational or religious institution null and 
void and the heirs took the property as 
though no testamentary disposition had 
been made. In 1940, a constitutional 
amendment was passed which prohibited 
any person who leaves a spouse or child 
or descendants of any child from devis- 
ing more than one-third of his estate to 
any educational, religious, or charitable 
organization to the exclusion of the 
spouse, child, or descendants of any child, 
but provided that any land devised in 
accordance with the statute might be 
held by the devisee for a period of not 
longer than ten years. A companion 
statute authorizes the devisee to sell the 
lands within the ten year period, and in 
default thereof, creates a reverter to or 
remainder in the heirs or other devisees 
under the will. 

The heirs claimed that the ten year 
Period expired in May of 1950, that the 
College failed to convey the land within 
the required ten year period, and there- 
fore the land reverted to them. The 
lower court rendered a decree in their 
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favor, which was affirmed and remanded 
(108 So. 2d 703). The final decree ad- 
judicating that T’s heirs were vested 
with the legal and equitable title to T’s 
land was appealed from by the College, 
which contended that its statutory char- 
ter is a contract with the State of 
Mississippi and that the original de- 
cision herein impaired the validity of the 
contract, contrary to the provision of the 
Federal Constitution providing that no 
state shall pass any law impairing the 
obligations of contracts. 

HELD: Affirmed. There were two an- 
swers to the College’s contention. “As- 
suming the mortmain provisions affect 
appellant’s Charter of Incorporation, it 
is subject to the legislative power to 
alter or amend,” and it is not protected 
therefrom by the Federal Constitutional 
guarantee against impairment of con- 
tract. In addition, the mortmain statute 
and the constitutional provision do not 
affect the charter. They are limitations 
on testamentary power. 


CONFLICT OF LAws — Agreement to 
Make Will Governed by Law of 
Situs 


California—Supreme Court 

Bernkrant v. Fowler, 55 A.C. 591 (April 13, 

1961). 

Plaintiffs were owners of an apart- 
ment house in Las Vegas, Nevada, en- 
cumbered by two deeds of trust, the first 
to third parties, the second to Granrud. 
In consideration of plaintiffs’ refinancing 
these loans so as to make a substantial 
payment to Granrud on his second deed 
of trust, Granrud orally promised plain- 


tiffs that he would provide by will for 
cancelling any balance remaining unpaid 
on the indebtedness to him. 

Granrud died a resident of California. 
His will made no provision for cancelling 
the balance due on the indebtedness to 
plaintiffs. California Civil Code Sec- 
tion 1624 provides that an agreement to 
devise or bequeath property by will is 
invalid unless in writing. Nevada has no 
similar statute. 


HELD: Reversed. Nevada rather than 
California law governed the transaction. 
The oral promise was enforceable. The 
Nevada Statute of Frauds covering real 
property transactions had no application. 


DISTRIBUTION Remainder to 
Grandchildren Went Per Capita 


Nebraska—Supreme Court 
Gaughen v. Gaughen, 107 N.W. 2d 652. 


Will gave life estates to children, with 
remainder “to the children of my son 
Leonard and the children of my son 
Harold, share and share alike, and to 
the children born naturally of my daugh- 
ter, Marie Mundy, if any, and in the 
event no children are born naturally to 
my daughter Marie, then I give and de- 
vise their share in said above described 
real estate to the children of my sons 
Harold and Leonard, share and share 
alike.”’ Question was: Is remainder inter- 
est to be distributed per capita or per 
stirpes? 


HELD: ‘The _ grandchildren share 
equally per capita as a single class, 
which class is subject to being opened 
up to admit additional grandchildren. 
Extrinsic evidence is not admissible to 
determine the intent of the testator as 
expressed in the will, unless there is a 
latent ambiguity. Here, ambiguity is 
patent and not latent. A devise to the 
children of two or more persons is dis- 
tributed per capita unless a different in- 
tention is otherwise indicated in the will. 
Use of the words “share and share alike” 
is an indication that the testator intend- 
ed a per capita distribution. 
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FIDUCIARIES — Removal of Co-Trus- 
tee Denied 


California—District Court of Appeal 

Estate of Gilmaker, 191 A.C.A. 429 (April 21, 

1961). 

Bank was appointed trustee under Gil- 
maker’s will, and Gilmaker’s son Joseph 
was appointed as consultant, his consent 
being required to sales, leases, invest- 
ments, etc. He could also designate the 
banks in which estate funds were to be 
deposited, there being a limit of $10,000 
on deposit in any one bank. Friction 
arising between the son and the bank 
regarding investments and other mat- 
ters, Joseph filed this petition for re- 
moval of the trustee. 


HELD: Order refusing removal af- 
firmed. Removal of trustee is a matter 
largely entrusted to discretion of the 
trial court. 


A trustee can be removed in case of 
hostility between the trustee and benefi- 
ciaries, where the hostility is such as to 
interfere with proper administration of 
the trust. Fact trustee had deposited 
$48,000 in a savings account was not 
sufficient ground for removal. Fact trus- 
tee was designated by settlor is not im- 
portant where hostility grows out of 
conditions arising subsequently, presum- 
ably not contemplated by settlor. De- 


termination is one of fact, on which lower 


court’s finding was conclusive. 
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FIDUCIARIES — Where Trust Com- 


pany Changed to National Bank 
which Merged with Another Na- 
tional Bank Consolidated Bank 
Succeeded to Trusteeship 


Massachusetts—Supreme Judicial Court 


New England Merchants National Bank v. Cen- 
tenary Methodist Church, 1961 A.S. 571; April 
3, 1961. 


Bill in equity for declaratory relief to 


ascertain if the bank was entitled to act 


as trustee under the will of one Harwood 
by virtue of an appointment by the pro- 
bate court of the New England Trust 
Co. as trustee. Some of the parties inter- 
ested had questioned the right of the 
bank to act after the merger of the trust 
company with the Merchants National 
Bank of Boston in 1960. 

The merger was accomplished in two 
transactions, First the Trust Company 
had itself converted into a national bank 
with the right to act as fiduciary when 
not in contravention of state law. Then 
an agreement was made that the two 
banks should be consolidated under the 
charter of Merchants and under the name 
of New England Merchants National 
Bank of Boston. The Merchants had 
previously been authorized to act as fidu- 
ciary. The issue before the court was 
whether the plaintiff must seek a new 
appointment from the probate court. 


HELD: The New England Merchants 
National Bank was entitled to act as 
trustee under the Harwood will. The 
earlier cases cited by the respondent 
were no longer applicable; the earlier 
distinctions between national banks and 
state banks no longer obtained. Most 
states now have statutes to the effect 
that upon a merger of a state bank with 
a national bank the latter succeeds auto- 
matically to fiduciary positions held by 
the former. 

The Massachusetts statute (G.L. 172, 
$44, as amended by St. 1955, c. 275, §1) 
apparently was intended to cover the re- 
verse situation. Accordingly, after the 
conversion of the Trust Company to a 
national bank it was not barred by any 
law of the Commonwealth from acting as 
trustee; and after the consolidation of 





the two national banks no law of this 
Commonwealth purported to affect or 
could affect the right of the consolidated 
bank to act as trustee. 


JURISDICTION — Domicilary Having 
Assumed Jurisdiction, Court of An- 
other State Would Not Probate 
Will Though Testator’s Personalty 
There 


Virginia—Supreme Court of Appeals 
Deminion National Bank v. Jones, 118 S.E. 24 
672. 

Testator died a resident of Tennessee, 
At his death he was a member of a 
partnership owning real estate in and 
doing business in Bristol, Virginia, had 
a deposit account in a Bristol bank, and 
had United States Savings Bonds and 
Treasury Bonds and a $2,000 note in his 
lockbox in that bank. His will was ad- 
mitted to probate in an ex parte proceed- 
ing in the clerk’s office of the Bristol 
Corporation Court under jurisdiction 
given in Virginia Code of 1950 Section 
64-72 for the probate of a will in the 
county or corporation “wherein (the de- 
cedent) has estate,” if the testator had no 
mansion house, known place of residence, 
or real estate in Virginia. Shortly there- 
after, an administrator of the decedent’s 
estate was duly appointed in the county 
in Tennessee wherein he resided at his 
death. On appeal as to the question of 
whether the will should be probated in 
Virginia, it was 

HELD: While the Virginia court had 
jurisdiction, this jurisdiction should not 
be assumed but the will should be sub- 
mitted in the first instance to the forum 
of the testator’s domicile. The lower 
court had jurisdiction under Section 
64-72, as the deposit in the Bristol bank, 
the United States Savings Bonds and 
Treasury Bonds and note in the testator’s 
lockbox in that bank, and the partner- 
ship business located in Bristol each con- 
stituted “estate” within the meaning of 
“estate” under Section 64-72. However, 
there were no Virginia creditors or other 
impelling reasons why the Virginia court 
should assume this jurisdiction rather 
than permit the will to be probated 
where the testator was domiciled. 
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SpousE’s RIGHTS —- Amendments to 
Trust After Law Gave Widow 
Right of Election 


Pennsylvania—Supreme Court 
Huested Estate, 403 Pa. 185. 


In 1940 decedent established an inter 
yivos trust, reserving the rights to re- 
yoke, to receive the income for life, to 
add to it by will or otherwise, and to 
direct investments. At the time, the re- 
servation of these powers was insuffici- 
ent to render an active trust testamen- 
tary. Decedent amended the dispositive 
provisions of the deed five times, two 
amendments coming after the Estates 
Act of 1947 took effect. This Act desig- 
nated inter vivos transfers of assets in 
trust with reservation of income or the 
right to revoke as being testamentary for 
the purpose of permitting a surviving 
spouse to elect to take against such 
transfer. Also after the Act, decedent 
withdrew about $20,000 from the prin- 
cipal of the trust and added $56,000 to 
it. When decedent died, his widow filed 
her election to take against the trust 
and the lower court permitted her to 
do so. The executor of a beneficiary of 
the principal of the trust appealed. 

HELD: Affirmed. The amendments 
following the Estates Act of 1947 were 
clearly conveyances of assets within the 
meaning of the language and spirit of 
that Act and consequently each was a 
testamentary disposition so far as the 
surviving spouse was concerned. The 
fact that the widow could not have 
elected to take against the trust if it 
had not been amended after the Act is 
irrelevant and the fact that the widow’s 
share of the trust happened to be in- 
creased under the later amendments can- 
not defeat her right of election. 


SPOUSE’s RIGHTS— Award of $15,000 
for a Widow’s Allowance in Estate 
of $278,500 Held Excessive 


Massachusetts—Supreme Judicial Court 
Townsend v. Wood, 1961 A.S. 715; April 28, 
1961. 

Appeal from a decree of the probate 
court granting a widow’s allowance of 


STATEWIDE 
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$15,000. The only hearing on the peti- 


tion had been ex parte, with only the 
executors and the attorney for the widow 
being present. The appellant was the 
daughter of decedent. No evidence was 
reported, but the judge made a report 
of facts. He found that the estate was 
approximately $250,000 personal and 
$28,500 real. Decedent had lived at the 
rate of about $1,500 per month, with a 
maid and gardener. Additional expenses 
as to the real estate were imposed on 
the widow by the terms of the will. The 
widow was 70 years old and had a 
meager income. 


HELD: Decree reversed and case sent 
back to the probate court for a new de- 
termination. The award was not sup- 
ported by the report of facts and could 
not stand. A widow’s allowance is in- 
tended to provide for the necessities of a 
widow and minor children for a _ short 
time, until they have an opportunity to 
adjust themselves to their new situation. 
Nowhere in the report of facts was there 
any basis for the conclusion that the 
widow needed $15,000 for necessities for 
a short time. 


TAXATION — Estate & Inheritance 
— Death Benefit to Widow Under 
Profit-Sharing Plan Taxable Under 
State Law 


Maine—Supreme Judicial Court 
Gould v. Johnson, 166 Atl. 2d 481. 


This was a proceeding for abatement 
of inheritance tax upon a widow who 
received a death benefit under a profit- 
sharing plan established by her hus- 
band’s employer who made all contribu- 
tions to the plan. In addition to retire- 
ment rights to receive the funds as a 
lump sum, in installments or in the form 
of an annuity contract the husband had 
the right to designate in writing to the 
trustee-bank the person to whom the 
funds should go on his death. In this in- 
stance he designated his wife. 

The state claimed that the share of 
the fund was “property” or an “interest 
in property” passing upon death and 
therefore taxable. The estate asserted 
on the other hand that the funds passed 
directly from the corporation through 


the trust and that the decedent had only 
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a mere expectancy coupled with a special 
or limited power of attorney. 

HELD: The interest of the decedent 
in the trust fund was in effect deferred 
compensation earned by him and was 
more than a mere expectancy and was 
“the equivalent of ownership” for pur- 
poses of taxation. It was a “grant” of 
an “interest in property” within the 
meaning of Chap. 155, Sec. 2 “intended 
to and in fact taking effect upon death 
of the decedent.” The Court recognized 
that Congress had favored profit-sharing 
trusts but said, “We do not think such 
plans should become an easy device for 
the avoidance of state inheritance taxes 
unless and until the Legislature has seen 
fit to accord them favorable treatment 
by providing a specific exemption.” 


WILLs — Construction — Court Re- 
formed Percentages Stated in Will 


Pennsylvania—Supreme Court 


Okowitz Will, 403 Pa. 85. 


This will was prepared by a lawyer in 
which the percentages of the residue 
were left blank to be filled in by the test- 
ator. He filled them in at home and later 
executed the will in the lawyer’s office. 
Twelve years later he died and the will 
was found in his possession. The inser- 
tions in the blanks appeared to have 
been altered. In one instance the evi- 
dence indicated that 1% had been raised 
to 94% and in another 50% had been al- 
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and the 50% together would have been 
more than 100%, and the 50% and 1% 
would have left the total percentages at 
considerably less than 100. The lawyer 
recalled that the insertions at the time 
of execution had added up to 100% and 
that the one percentage had been 94%. 
Also another percentage of 1% had 
clearly been increased to 2%. The lower 
court allowed the 94% to stand, de- 
creased the 2% to 1% and disallowed 
the stricken out legacy. The total per- 
centages then added up to 99°. Contest- 
ants appealed. 

HELD: Affirmed. The 
testimony of the lawyer sustains the 
94% bequest. The appearance of the 
overwritten figures, with the lawyer’s 
testimony, is sufficient to warrant re- 
storing the original figure of 1%. The 
bequest that was stricken out was re- 
voked by obliteration or cancellation, al- 
though there is no evidence as to who 
did it. Since the will was in testator’s 
possession, there is a presumption that 
he performed the cancellation. 


uncontested 


WILLS Construction Devise 
Held Subject to Charge in Favor 
of Residuary Heirs 


Wyoming—Supreme Court 
Estate of Kokesh, 360 P. 2d 368. 


Real property was devised to the wife 
with unrestricted power of use, consump- 
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tion or disposition except “as-to the 
testamentary disposition thereof.” Such 
of the real property remaining at the 
wife’s demise was devised generally to 
nine residuary heirs. This general de- 
vise was qualified ambiguously in the 
same sentence by reference to a specific 
devise of the same property to one son 
coupled with a bequest of one-ninth of 
the appraised value thereof to each other 
residuary heir, payable by the son either 
in cash or by promissory notes to ma- 
ture within seven years. 

Widow, as executrix, petitioned for 
final distribution and, among other items, 
prayed for distribution of the real prop- 
erty to the one son, subject to her rights 
as life tenant. Promissory notes from the 
son to the other residuary heirs were 
attached to the petition on the theory 
that the testator intended to establish 
between the one son and the other re- 
maindermen a mere debtor-creditor rela- 
tionship. One residuary heir only ob- 
jected to the petition principally on the 
grounds that an equal share of the in- 
terest vested in each residuary heir as 
security for payment of his share of the 
purchase price. 

HELD: Testator intended that, subject 
to rights of the widow, one son should 
receive the real property and each other 
residuary heir should receive an equal 
share in the value thereof. However, 
testator intended to devise the real prop- 
erty interests to each residuary heir as 
security for payment therefor. Accord- 
ingly, the decree is to be modified to 
provide that, subject to the rights of the 
widow, the objecting heir shall retain a 
one-ninth interest in the real property 
until he has been paid therefor in ac- 
cordance with the will. 


WILLs — Construction — Devise of 
Motel Property Included Adjoin- 
ing Lots Under Contract of Pur- 
chase at Date of Decedent’s Death 


New Jersey—Superior Court 
First Camden National Bank & Trust Co. v. 
Broadbent, 168 A. 2d 677. 
Testatrix made specific devise in trust 
of motel property known as “Beach- 
comber Brigantine.” Prior to date of will, 





she had signed agreement for purchase 
of two lots adjacent to motel property to 
be used in connection with motel. Title 
was to pass when final installment pay. 
ment was made. Nine months before final 
installment was paid, testatrix died. 
Some three years after death, motel and 
two lots were sold by trustee. Action js 
brought to determine whether devise of 
motel included two lots. 

HELD: Lots are included. Under doe- 
trine of equitable conversion, interest of 
one who dies after having entered into 
enforceable contract to purchase real es- 
tate is converted into realty. Lots would 
pass by general devise of realty even 
though title would not pass until com- 
pletion of installment payments after 
decedent’s death. Primary concern in con- 
struction of will is to determine intention 
of testator, in light of circumstances ex- 
isting at time of execution of will. Lots 
had been acquired for use in motel opera- 
tions, and facts indicated that testatrix 
thought of them only as part of motel. 
Will contained no other provision for dis- 
position of lots. Hence motel included 
interest in two lots. 


WILLs — Construction — Devise of 
Real Property to Widow “For Her 
Comfort and Maintenance” Passed 
Fee Interest 


Delaware—Supreme Court 


Stackhouse v. Webster, 169 A. 2d 253. 


Testator devised certain real property 
by the following item in his will: 


“It is my absolute wish and decree that 
all the residue of my Estate both Real, 
Personal, after the payment of all my just 
debts, shall become the property of my 
wife, Edith Lawson Morgan by her to be 
used as she shall see fit, for her mainte- 
nance and support.” 


Testator was survived by a daughter by 
a previous marriage (defendant) and by 
his widow who took under the will and 
did not convey or sell the realty during 
her lifetime. By her will the widow de- 
vised the property to her second husband 
who in turn devised to his daughter, the 
plaintiff. Suit was brought for a declara- 
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TATES 


tory judgment to remove a cloud on the 
title to the realty. The court held that 
the will created a fee interest in the 
widow and therefore granted summary 
judgment to the plaintiff. 

HELD: Affirmed. Although the words 
“for her maintenance and support” cast 
some doubt upon the testator’s intent it 
was concluded that the words expressed 
the purpose of the devise and not a limi- 
tation to less than a fee. Although the 
testator was survived by a daughter, he 
made no provision in his will for any 
person other than his widow. Indeed, he 
mentioned no one else and provided no 
gift over. Since the mere existence of the 
will created a presumption that the test- 
ator intended to dispose of his whole es- 
tate and no language of the will indica- 
ted a contrary intention, the argument 
that the words in question reduced the 
devise to a life estate must be rejected. 


Wits — Construction — Interpre- 
tation of Clause Permitting Princi- 
pal Payments 


Nebraska—Supreme Court 
Carroll v. Hastings College, 107 N.W. 2d 223. 


Will which provided for annual pay- 
ments of specified amounts annually to 
children and grandchildren, included this 
provision : 


“(6) If it shall appear to the trustees 
at any time that such of my estate as re- 
mains on hand will be insufficient to pay 
the incomes provided for, during the period 


intended, in their full amount, a majority 
of the trustees shall have the power to 
make such pro-rata reduction in the 


amount of the incomes as they may deem 
necessary in order to conserve and con- 
tinue the trust. Similarly, if, by reason of 
the death of some of the beneficiaries, or 
for other reason, the amount of the in- 
comes shall appear to the trustees to be 
capable of being increased, a majority of 
the trustees shall have the power to make 
such pro-rata increase, — my intention 
being that the respective beneficiaries (ex- 
cept the Presbyterian Church of Gothen- 
burg, Nebraska, to whose bequest the 
power of modification shall not apply), 
shall receive the maximum amount of in- 
come possible from my estate, consistent 


STAMFORD: One Atlantic Street 





June 1961 


only with the continuance of the trust un- 
til the death of the last surviving of my 
grandchildren as provided for in para- 
graph 4(h).” 


The residuary legatee challenged the 
trustees’ right to increase annual pay- 
ments if such increase impaired princi- 
pal, 

HELD: The will did not limit annual 
payments to the total of the annual in- 
come. Total annual payments, from the 
origin of the trust, would have exceeded 
the annval income. Testator used the 
word “income” in the sense of “pay- 
ments.” “In the interpretation of langu- 
age used in a will, where a word or 
words are used in a definite and clearly 
stated sense, and again used in the same 
paragraph, it is presumed to be meant in 
the same sense unless there is a clear 
indication to the contrary.” 


WILLS — Construction — Where Re- 
mainder Fails, Reversion Vests in 
Heirs as of Death of Testator 


Georgia—Supreme Court 

Dodson v. Trust Company of Georgia, 216 Ga. 

499, 117 S.E. 2d 331. 

The will set up a trust with a joint 
life estate in one-half the income to D, 
decedent’s son, and to Mrs. D, wife; a 
life estate in the other half of the in- 
come was vested in decedent’s other son, 
W. The will provided that upon D’s death 
his share of the income would go to 
Mrs. D during her life and upon W’s 
death his share of the income would be 
paid to his legal heirs. The will further 
provided that upon the death of all lega- 
tees named in the will (D, Mrs. D and 
W) the corpus of the trust would “then 
pass to my heirs-at-law who may then 
be in life . . . in the proportions to which 
they may be entitled in law.” 

Testator was survived by his two sons, 
D and W, and their wives. Subsequently, 
D and W died without issue, survived by 
their widows. 

The questions presented are: (1) Who 
is entitled to the remainder interest in 
the corpus of the trust and (2) Who 
is entitled, presently, to the income from 
the trust? 
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HELD: (1) Since “heirs-at-law” must 
be construed to mean children and the 
descendants of children as defined in the 
Code, and since the sons of testator died 
without issue, it can be determined at 
the present time that the remainder es- 
tate in the corpus of the trust has failed. 
Therefore, there is an intestacy as to this 
remainder estate. Hence the reversionary 
interest in the testator’s estate vested, 
upon his death, in those who were then 
his heirs-at-law, with the right of pos- 
session postponed until the death of the 
last life tenant. 

Testator’s sons, D and W, were the 
heirs-at-law of the testator at the time 
of his death. The reversionary interest 
vested in them, irrespective of the fact 
that they were also life tenants. Since 
each son died intestate and left his wi- 
dow as his sole heir, Mrs. D and Mrs. W 
are now each the owner of a vested one- 
half interest in the corpus of the trust. 

(2) Mrs. D receives one-half of the 
income of the trust by the terms of the 
will. The other half of the income goes 
to the “legal heirs” of W. Since W had 
no legal heirs (as defined in the Code) 
there would then be an intestacy as 
to this one-half interest in the trust 
income. Thus the reversionary interest 
in this portion of the income vested in 
the sons on the death of testator (as did 
the corpus), and it now passes to their 
widows. Mrs. W has only one-fourth in- 
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terest in the income of the trust. Mrs. D 
receives a one-fourth interest in the in- 
come as heir to her husband’s reversion- 
ary interest. This, together with her one- 
half interest under the will, gives Mrs. 
D an aggregate of three-fourths of the 
income of the trust. 

There is no merger of estates, as con- 
tended, because Mrs. W has only a one- 
fourth interest in the income (rather 
than the necessary one-half), and _ be- 
cause Mrs. W, not being a legatee under 
the item creating the trust, is not en- 
titled to invade the corpus, as Mrs. D, a 
legatee, might. 


WILLS — Probate — Named Execu- 
tor Entitled to Resist Contest 


California—District Court cf Appeal 


Estate of Perreira, 191 A.C.A. 360 (April 18, 
1961). 


The executor, a bank, filed the will for 
probate. A contest before probate was 
filed by one of the decedent’s children. 
The executor, then appointed special ad- 
ministrator with general powers, peti- 
tioned the court for instructions as to its 
right to resist the contest and retain 
counsel, The Probate Court ruled that if 
the bank retained counsel or incurred 
expense in resisting the contest, it would 
be on its own responsibility, and the 
expense would be a charge against the 
bank, not against the estate. 


HELD: Reversed. An executor named 
in a will has a right to oppose a contest 
before probate. It may defend against 
contest or not at its option. The probate 
court properly declined to make the order 
requested by the executor, but its error 
was in ordering that the named executor 
would be responsible in all events for 
the expense of opposing the contest. That 
matter should be left for determination 
after the will has either been probated 
or denied probate. 

NOTE: Under California Probate Code 
Section 370, any person interested may 
contest a will after it is filed but before 
it is admitted to probate. Under Section 
380 a contest may be filed within six 
months after the will is admitted to 
probate. The courts hold that after the 
will has been admitted to probate the 
named executor has a duty to defend 
against the contest and may be allowed 
his reasonable expenses in so doing. In 
case of contest before probate, if the con- 
testant prevails, the matter of allowance 
to the named executor of his expenses is 
discretionary with the court. 


WILLs — Probate — Consequences 
of Holographic Will Where Testa- 
tor Moves 


California—District Court of Appeal 
Estate of Moore, 190 A.C.A. 930 (April 5, 
1961). : 
Testatrix, while a resident of Cali- 
fornia, made a holographic will, valid in 
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California, bequeathing her property to 
her sister for life and provided: “She 
is to use this property as long as she 
lives and then it is to be given to some 
creditable non profit Science investiga- 
tion Society, of her choice.” 

At her death testatrix was a resident 
of Florida, where holographic wills are 
not recognized. She left real and per- 
sonal property in California and other 
property in Florida. On this petition to 
determine heirship the California At- 





torney General became a party 


because 
of his duty to protect public charitable 
trusts. 


HELD: Real and tangible personal 
property situated in California is syb- 
ject to disposition under the will. Intan- 
gible personal property located in Cali- 
fornia is not subject to disposition under 
the will and is to be distributed through 
the domiciliary administrator in Florida. 
The will created a trust of the remainder 


interest. 
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the CG man recommend it. 
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